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PREFACE TO SIXTH EDITION. 


In the present Edition of this popular and largely recornmended bool 
the subject foi both Professional Diploma and University Degree Coi 
in Commerce, ihe author has taken particular care to continue to give 
f^rcatest importance to the piactical side of this most important subjeci 
business students What business executives or merchant princes reqi i 
are men and women who are educated with the dominant endeavour alor 
practical lines in order to be able to work successfully in the highest appoint¬ 
ments in our large organisations, whether joint stock companies or business 
partnerships An aspiring business student should therefore not onjy strive 
to achieve the ambition to rise laigh in these directions, but also to be able to 
branch out m course of time and direct his own organizations, after he has 
acquiied the necessary training plus the all-iinportant ex-pcrience The 
author has thusTlealt wuth problems of busmess based on his lectures on thi-^ 
subject during the pa*^ t forty years, in a manner wEich has, in accordance watl 
bis long experience as a Professor and Principal, produced best results Tl 
author also trusts that the most modem ideas enunciated in this volume w 
also be of service to businessmen wEo have to deal almost daily with P 
living problems of tire type dealt with within thesdpages 

The problems of Company Organization, Secretarial Practice, Sal 
Organization of wholesale business, including selling policies, after ScU 
service, dealer helps, price policies, etc , are fully dealt with Partnersh 
organizations also receive due treatment Retail through organizations siu 
as department stores, multiple shop concerns, one price shops, etc are aco 
with in appropriate chapters, besides foreign trade organizations Industri 
organization and labour efficiency, etc are dealt with in great detail with U 
latest ideas in a separate chapter covering nearly 90 pages Scientific advr 
tising, with practical^problems, also covers a chapter in some detail runni ^ 
mto more than 70 pages The Stock Exchange practice and rules both 
London and Bombay, insurance practice and general pioblems of finar 
take up a chapter each The chapter on finance Ins been carefully my^rov < 
The chapter entitled “Markets and Marketing” deaE in some detail w 
commodity markets, rnarkets ol manufactured goods, grading and ^landai 
zatioiis futures and speculation, hedging, financing of crops general int 
medianes for sale, market research in all its details, marketing of cottoi 
India including the sources for finance on this market and verum cot 
marketing scheme, etc 

The author takes this opportunity of thanking Professors and Businessr 
for valuable suggestions received many of which have been mcorporateci 
tbas edition 


SOHRAB R. D/ 


Bombay, ISth February X945. 

PREFACE TO SEVENTH EDITION 

It IS gratifying to note that tins book is regarded as a stand 
Book in the subject and is used by commerce students all over India 
result that the Sixth Edition was sold out in alxiut eighteen monk 
necessitating the publication of the present edition to meet increasing ( 

1 thank once again the Professors and Teachers of the subject for the 
appreciation of this work and I trust that the same encouragement w 
tinue from them in the future as in the past. 

bOHRAB R DAVA1 

JXavar's College of Commerce, 

BomhaiRi^l^ June 1947. 



CHAPTER I 


THE ESSENTIAL REQUISITES FOR 
BUSINESS SUCCESS 

In this chapter it is proposed to deal briefly with the most import' 
ant requisites for business success. The various authoritative writers on 
this subject have no doubt expressed themselves differently, but all seem 
to be agieed in their conclusions. Prof. Dicksee in his work on Btist- 
ness Organization lays down three requisites, viz., (i) skill and energy, 
(2) the necessary capital and (3) the means of speedily acquiring 
connection or reputation. Writers of the older school have held out 
die three vi/tues. viz., tact push and principle ” as the most essen¬ 
tial. There are writers who have actually issued questionnaires to a 
number of leading and successful business and professional men of 
, great experience, enquiring the cause of the largest number of failures 
ia both these branches. A large number of them have replied that 
the same was due to laziness or lack of ability and in some cases to 
speculation. Thus industry and ability play a most important part in 
^the success of a person in the modem world, if backed up with an un¬ 
dying‘‘determination to win by not shirking the hardest kind of work* 
The point which these successful men have tried to impress on the 
ninds of their readers is that there is no "easy way' or " short cut " 
> success,. The lives of most successful men, who today occupy places 
^ I honour and responsibility, if studied, would show that they were the 
irdest worked men of their time Thus undoubtedly industry or ha^d 
ork plays tlie most important part in bringing about success or victory 
/ young man who gets everything ready-made, because he is born in 
a prominent business or professional family generally manages to 
^ . reryt^ng, or to spoil same unless he has energy and other quali- 

herited as well as acquired This accounts for what is commonly 
as " degeneration of the second or third generation '* in every 
adustriaJ, business or professional family After having given 
oject the most anxious consideration for many years, and having 
u and observed the various factors that have, or are said to 
4 ade or raarred the careers of eminent business men, the writer 
ies to dogmatise. In the modern business world there are so 
* positions a business man may be called upon to fill, and that 
nder circumstances so varied, each requiring its own chain of 
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eqmpments, that nothing more than a general discussion on broi 
lines is possible. It is said quite correctly that ‘' the modern business 
man is a compound of temperament and training.*' All men are not 
bom alike. Some are bom as the gifted children of nature to rule and 
direct a business. Such men take to business like “ ducks to water ", 
and a good training, coupled with a little experience, enables them 
successfully to organize and direct large enterprises. Others, less for¬ 
tunate lack this ability in spite of training and experience: but though 
they fail when placed in positions where initiative, and correct judgmen. 
are necessary, they succeed in positions where directions are to be 
carried out, and initiative, or independent action, or original thought, 
are not called for. 

To sum up, the most essential requisites to business-success appear 
to be (i) Sound Common Sense, { 2 ) Business Morality, ( 3 ) Eusinesj 
Abihty,' ( 4 } Business Training and ( 5 ) Capital. 

Sound Common Sense 

We are all said to be born with a quantity of what is known as 
"common sense". How many of us can claim thai; this "common 
se&se '* wliich we are all possessed of, is sound and consistently un¬ 
erring. Of course education and experience tend to improve us in 
that direction. We no doubt come across instances where men holding 
the highest academic distinctions lack what a businessman may caD 
" common sense Foitunately these are rare exceptions. Mankind 
generally benefits by experience and training. Tact, caution with self- 
confidence, ability to judge between men, a cool head, resourceful readi¬ 
ness to meet situations, courage to give up the most cherished opinions 
and schemes when found erroneous, a patient and tolerant attitude 
towards criticism, and a generous nature that is ready to forget and 
forgive, sum up the qualities that are to be found in ail cases where 
common sense rules supreme. These qualities are the result of tem¬ 
perament, experience and training. There is no better school for the 
perfection of common sense than the school of experience: and an 
educated young man who has specialized in practical commerce, stands 
.the chance of being able to improve himself in that direction, by pas- ; 
eing through this most efficient of schools. 

On the question of fear of criticism Mr. Albert J. Hail in his 
book entitled Why Men Fail rightly emphasises the fC'Ct that " the 
greater your superiority, the more of a genius you are, the gt^kter 
the number of critics you will arouse. By their number you can easily 
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Aeasure your ability and estimate your probable success. Man is oa* 
^turaily envious of his superiors and is seldom willing to admit their 
’superiority. . . . The man who never makes enemies or never arouses 
criticism never amounts to much. . . . When by overcoming opposition 
and persevering iu fage of criticism, you have carried your 
plan to a successful issue, you will be a bigger and a 
stronger man for it.'* As to well-directed criticism Mr. Hall rightly 
^concludes, as:—" There is not one of us who does not at some time 
or other do things that justly call for criticism, for we are all liable to 
err. At such times,, cnticism is good for us and we should accept it 
as such and profit by it. It is when our purpose is right that we 
should have no fear." 

On the question of college education the same author hats some- 
tliing wise to say, particularly to those who claim superiority simply 
on the ground that they have crammed through a few books at a uni- 
yersity. He rightly asserts that A college education sometimes helps 
but it is not a passport to success. Some of our greatest failures v/ere 
college educated, while most of the great ideas and inventions have 
beeii contributed to the world by unschooled thinkers: The scholar's 
educ.ttion is largely artificial, while the thinker's is natural. That ac- 
coujits for the difierence in the results obtained. It is very difficult to 
unlearn a wrong method, therefore, we should be cateful to leam right 
methods, to learn nature's way. Learning of any kind that we can¬ 
not make use of is valueless. Arrd even correct learning *13 profitless 
unless we set it to working for us." 

Business Morality 

This factor of business morality, or business honesty, plays no 
mean a part in contributing towards bifsiness success. Straightforward 
methods pay in the long run in every walk of life ; so they do in busi¬ 
ness. The business which lasts and becomes permanent is one which 
is built up and maintained on the policy of strict honesty. The ma¬ 
jority of businesses which have expanded and risen to their natural 
height have been built up on this principle, though a few cases here 
and there may be pointed out as exceptions. Even here it cannot be 
denied that if they had hones|^ as their policy they could have done 
much better. Besides, the result of dishonesty, whatever may have 
been its profits financially, is not success ; because no amount of money 
or property can make up for loss of character and reputation. There 
some men, no doubt, who have made fortunes through dishonest 
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methods ; but notwithstanding they are the least respected of men and 
they know that, with the result that they cannot enjoy in their heart of 
hearts the fruits of their so-called success achieved by their underhand 
and dishonest methods. If a manufacturer or merchant acquires a 
reputation for sharp practice, his business declines in proportion. Once 
a bad name is made—it is so easy to do so in these competitive days 
with so many jealous rivals about you,—^no effort at making amends, 
will avail. The modern merchant or manufacturer comes in touch with 
his compatriots of the most distant countries, and his reputation for 
honesty, or otherwise, travels to these far off lands, and forms a serious 
factor which makes or mars the foreign trade of his country. The 
Bri^h business man has established a high reputation for clean me¬ 
thods aU“6ver~the world, with the result that Great Britain commands 
today the largest foreign trade of any civilized country. Every pa¬ 
triotic Indian should see that his country is second to none in this 
regard. India, with its infant industries quickly growing into healthy 
manhood, naturally looks forward to the day when its manufactures, 
particularly those commanding special advantages, are in demand al 
over the civilized world. It should therefore see that it firmly esta 
blishes a reputation for business morality which is second to non/ 
One no doubt meets with cases where the richest and the most success 
ful men in business are not exactly patterns of virtue, still it cannot b( 
denied that rewards of straightforward methods are not only sweete 
but more lasting. 

In order to illustrate this point, let us think of a Pro 
missory Note or a Bill of Exchange which a business maii 
passes to another. These documents represent nothing more 

than a promise on a piece of paper. Where the promissoi 
are substantial and reliable, this piece of papei performs the 
same function as a currency note of the Reserve Bank of India 
or the Bank of England or of the Government does, viz., helps the m^ 
chant to buy or sell goods. In other words, the paper is exchai 
for goods. According to Mr. Hall “ Men-who place no value on tl 
promises they make will loudly complain when they find that they ha^ 
lost their social or business standing. Since promises that are kept pi 
currant far more than gold, they should be guarded carefully, issue 
sparingly and treated with great respftt.” Thus the first thing th 
young aspirant to business success should determine not to do is 
give promises lightly without meaning to keep them Broken promi^ 
create a bad name and destroy friendship, lower us in the estimati 
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of our fellow countrymen and the whole result is want of confidence 
from them in the person who is guilty of this weakness. 

Lef us consider this problem from the point of view of a unit, 
because units make a nation. Supposing a business man is in the 
habit of giving promises which he has no intention of keeping, and 
which he forgets immediately after giving them, he will find that he 
soon acquires a reputation which deprives him of his business as well 
as social standing. It is the most dangerous habit that could be cul¬ 
tivated by the young. Every broken promise serves as a nail in the 
coffin of success to the party concerned. Respect and esteem are the 
most valuable assets of a business man. When he finds that he cannot 
obtain the credit necessary to succeed in business in competition with 
his rivals who have built up a credit by their honest and straightforward 
methods, it is perhaps too late to improve the position. To put it 
'riefly, every time a person makes a promise he stakes his good name, 
credit and honour, on it, and, therefore, promises ought to be made 
jfter careful consideration. 

The Acquisition of Business Ability and Business Training 

, We have already noticed that business abihty depends first on 
v^mperament and next on training. A most favourable combination 
oi these two factors in a young aspirant to business-success is full of 
promise. In the words of Mr. Hall in his excellent book from which 
have already quoted, The world always pays for ability in the 
oin of the realm and talent always attracts financial recognition.*' 

‘ If you wish to hold your present position or to climb to a higher 
one, you must make yourself more * fit' than your associates and com- 
'^titors." Commerce and industry today have expanded to such 
^^gantic proportions that specialised training, not only in the general 
'•Vinciples of business, but also in connection with various professions 
^ have sprung up within its fold, has come into prominence and 
/^‘’become a normal feature. The technicalities of these professions 
^d vocations in' the commercial world have become so complicated, 
■fet in each branch a specialised study, ranging from two to five years, 
necessitated. As a result. Professional Boards of Accountants and 
Icuditors, Company Secretaries, Chartered Insurance Experts, Actu* 
Bankers, Salesmanagers have now been established on the same 
/.^ciple as the time-honoured Societies of the Inns of Court of Eng- 
id^ for Barristers, or the Colleges of Physicians and Surgeons in con¬ 
ation with the medical profession. The courses of training in force 
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provide for both technical and practical education ; the fonnei being 
obtained at colleges where specialised lectures on technical education 
are provided, and the latter through a system of apprenticeship uijider 
accountants or in banks, insurance companies, etc. The product thus 
obtained is most finished, and ready for the purpose of being absorbed 
in the mercantile economy. Universities have also come on Ihe scene 
with commerce degrees ; but the value of these, just like the degrees 
in law, is much inferior to that of the professional diplomas for two 
reasons, (i) the training provided has too much of what is called the 
cultural bias the practical and technical side of education being 
largely neglected in many cases, and ( 2 ) no provision is made for acqui¬ 
sition of practical experience side by side with technical theoretical edu¬ 
cation. The external side of some universities, like that of London, 
does aim at the ideal of attracting those engaged in trades and profes¬ 
sions towards taking imiversity degrees through study either at night 
colleges or through postal training institutions conducted under the 
auspices of experts. The author himself was told by one of the most 
important business men in London that those of the university pro¬ 
ducts who were successful in business, were the scholars of the external 
side, who joined business at an early age and continued their studies 
in night schools and colleges, appearing in univf^rsity examinations* for 
which no compulsory terms are required to be kept, as in the case of 
internal scholars. This is natural, because commerce, like medicine or 
surgery, has a practical side which must be developed simultaneously 
with theoretical education ; and unfortunately in the case of commerce 
one cannot work in a large bank or an insurance company side by side 
with a imiversity day college as is the case with medical education, 
va^eie hospitals are running in co-operation with medical colleges. 

The young man who qualifies through a diploma or otherwise 
should, however, not imagine that after he has acquired this much 
coveted and honoured distinction there is nothing more to be done, or 
that his education has ended. As a matter of fact, in the business 
world of today, with its complications, constant exercise of the highest 
intellectual faculty is absolutely essential ; and the world is progressing 
so rapidly that unless one is a constant scholar of the progress which 
takes place from year to year, he soon gets out of date and he is sure 
to be beaten by other, and perhaps younger, men, who have kept 
themselves abreast of the times. The complicated business world is a 
great college in itself, a school in which you begin to learn as soon as 
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you enter, but for which there is no end till the day of your death 
or retirement. 

There are, no doubt, cases where men, through force of excep¬ 
tional natural abiUty, have risen to prominence in spite of their defec¬ 
tive education, or want of it. The student of commerce when con¬ 
fronted by that statement has to remember two undeniable facts, viz., 

(1) all men destined for a commercial career, either by choice or force 
of circumstances, are not bom with exceptional natural advantages, and 

(2) in these progressive days the circumstances under which these men 
worked and made a mark for themselves in years go‘ne by, are not 
likely to recur to afford us similar facilities. With nations around us, 
specially trained and equipped for the various branches of commerce 
on the principle' of specialization, it is useless for any race to expect 
to make an appreciable headway without being equally armed. Have 
we not heard it repeatedly lamented in India that the children of some 
successful merchants proved so incompetent, that all that they did 
after the death of their parents was to help to destroy within a few 
years the magnificent stnicture their fathers had built up during the 
course of a strenuous life ? That gift of nature which we have called 
business temperament, present in the parent, was found to be wanting 
in the children. For this the only remedy and the right remedy 
happens to be to provide, as a substitute, ground business education 
for the mediocre children of the rich and successful business men, and 
thos they, with the as^isiance of a specially trained and experienced 
staS, could carry on their parents’ business with certain amount of 
cont^nuit 5 ^ and uniformity of efficiency and success. . 

Tlio otlier point we should like to emphasise is that the acquisition 
of a diploma or a degree is only a means to an end. In other words, 
the object of all education is to acquire sound knowledge and become 
most efficient : and not merely to cram through an examination with¬ 
out carefully studyinf: the text and reference books provided by the 
Examination Boards concerned. Unfortunately the tendency among, 
young Indian students is to be attracted towards cram of this type ; 
and the writers who bring out cram literature for them in the form of 
short notes, and short cuts to the study of a particular curriculum are 
not only doing a great disservice to the scholars concerned, but are 
injuring the good cause of the industrial and commercial expansion of 
their countryn It is frequently asked why There are so many failures 
in life an^ng our so-called ** qualified men ; and the answer is that 
they manage to get throu^ their examinations more on cram litera- 
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ture than on the sound foundation of deep learning and knowledge. 
Such men are woefully unqualified, rather than qualified, for the great 
struggle and competition before them irresp>ective of the degrees and 
diplomas they have obtained by, so to say, deceiving their examiners 
into the belief that they have gone through the programme of studies 
provided for. Such young men are also their own enemies ; and it is 
the duty of every professor in every college to see that young men are 
saved from this type of folly by proper advice and caution, and by 
seeing that they purchase and study the text books recommended. It 
is submitted that a business professor should make it his special busi¬ 
ness to take particular interest in the work of every scholar left under 
his charge, because the noble profession which he has taken up for 
nation building for India's great future will otherwise be veiy^ urj\v'or- 
thily served by him. 

Capital 

The last requisite, though not the least, is capital. The tendency 
of modem commerce is towards amalgamation and expansion of com¬ 
mercial enterprises into large business-houses. This makes it increas¬ 
ingly difficult for men less fortunate in this regard to start in business on 
their own account. There are, no doubt, various courses open to a 
man of ability and experience to make up for this lack of capital, with 
which we shall deal later in chapters on partnership, companies, orga- 
nization of credit, etc,, but it cannot be denied that many a man who 
would otherwise have blossomed into prominence, has been compelled 
to occupy a subordinate position for the greater part of his life, if not 
all throughout it,^ for want of sufficient capital. In order to work any 
enterprise with success in these days of small profits and quick retun is 
on huge lines, the principals should provide themselves with ample 
capital to be able to cope with all possible requirements. In the case 
of businesses that have grown gradually to large dimensions from a 
small beginning, capital has also grown whth them : but where one 
contemplates the sfarting of an entirely new enterprise, it is wise to 
sit down and make_careful calculations, in order to arrive at as accu¬ 
rate an estimate as possible as to the necessary capital, with a view, 
not only to being able to launch the concern with success, bpt also to 
provide for that period in the life of every new enteiprise in the early 
stages of its career, when the pront and loss account usually exhibits 
a debit balance, which, by the persevering efforts of a capable head, 
is gradually brought round to the credit side. The ability to meet your 
engagements punctually, so essential to the establishment of business 
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credit, can only be met with in enterprises which are properly financed. 
The points to be noted while estimating the approximate financial 
requirements are, (i) the amount actually required for permanent con¬ 
structive work and loss of interest on same during this process of con- 
struction> (a) the actual amount required for investment in stock in 
trade as working Capital, (3) the actual extent of credit which has to be 
allowed to customers according to the practice in that branch of busi¬ 
ness, (4) the extent of credit likely to be allowed to the business by 
others, though of course where cash discounts on liberal scales are 
allowed for prompt pajmaents, it is best to provide sufficient capital 
in order to be able to take advantage of the same. 

Impressive Personality ahd Capacity to make Friends 

Some writers have referred to the above two attributes as condu- 
civejo help success in life. Impressive Personality is no doubt a great 
asset provided it is accompanied by other virtues necessary for success 
with which we have already dealt. In absence of them the persona¬ 
lity entirely fails. 

The capacity to make friends is no doubt a g ift of grea t value 
which ever y one posses sed o f somod..common sense jgenerally posse^gu 
In fact tact and good manners are assets which can be cultivated by 
aii by .persevering efforts .an4„ iiuxing with society of cultured and 
successful people. I should recommend all young peopte who wish to 
succeed in life, never to lose sight of this factor because a person who 
i^ tactless and unconsciously offends people b y bl unt manners and 
offensive language seldom makes many friends, but on the contriUy 
creates enemies who would hinder his progress in life whereas one who 
succeeds in making large number of useful friendships is on the right 
road to success. 


Opportunity 

Many writers and thinkers have assigned great importance to one 
more factor, viz., opportunity **, in this regard. There is no doubt 
some force in the assertion that unless a person gets an opportunity to 
“ make good ",.he or she cannot be blamed if success has not attended 
his or her efforts. Some poets havAung to the effect that opportunity 
is a delusive Goddess, who knocks at the door of us all in turn but 
once, aiid that if we allow ourselves to be surprised^ when unprepared 
receive her, or, while in a state of leisured ease we happen to be 
asleep at the psychological moment when she chooses to call, the rest 
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of the voyage of our life is condemned to misery. The writer thinks 
that this teaching, which is inclined to make a man more or less of a 
fatalist, has perhaps done more harm than good. It has encouraged 
persons with weak will-pc^er to sit with folded hands and cry over 
the want of opportunity all throughout the best time of their life. 
Here the assumption is that the vague item called opportunity is 
on a. tour and that one must wait till it breaks its journey somewhere 
near our home. On the other hand to an active man of common sense, 
the modem American idea that opportunity is present everywhere for 
the man who is willing to see it, appeals with greater force. It is true, 
as is said by our American friends, that opportunity is in the .very 
air we breathe No, they go further and assert that one must make 
his own opportunities by originality in thought, by creating ideas that 
are worth millions, and thus the opportunity arises from one's own 
exertion. Again, to a man of sound common sense and practical abi¬ 
lity, every difficulty or obstacle serves as an opportunity to test his 
ability and turn the situation from failure to success. In the words of 
Mr. Hall in his excellent book from which we have already quoted 
" TrouWe makes the right man great, while those it breaks, were not 
worth while. The greatest men in the world today, the men who have 
really done big things, are those who have encountered much trouble 
and made use of it." Trouble is described by this authority as " Bles¬ 
sing in disguise in ninety-nine cases out of a hundred Out of trouble 
itself a determined and able individual may discover an opporhmity 
for making headway. Anyhpw, the stmggle against troubles and obs¬ 
tructions is in itself an exercise for developing the will-power as well 
as various faculties lying dormant within the human frame. Make use 
of trouble for this purpose, and profit by it, instead of going under in 
despair. To us, it appears that troubles and obstructions are so many 
opportunities placed in our way, with the right use of which we are 
helped by indulgent Nature to get fitter for the slmgglc in life. As 
Mr. Hall rightly puts it " An obstacle is not to stop you, but to fumisb 
momentum by having you ride over it. Sit %ht when you meet 
trouble ahead and keep going, and you will reach the goal and score a 
victory/^ 
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is not dissolved on death of a partner, the estate of the deceased partner 
is not liable for any act of the firm done after his death. 

Accounts on Dissolution 

The principles on which the partnership accounts ought to be 
finally settled on a dissolution are now laid down in Sec, 48 of the 
Indian Partnership Act, 1932, as follows: — 

In settling the accounts of a firm after dissolution, the follow¬ 
ing rules shall, subject to agreement by the partners, be observed ; 

(a) Losses, including deficiencies of capital, shall be paid first 
out of profits, next out of capital, and, lastly, if necessary, by 
the partners individually in the proportions in which they 
were entitled to share profits. 

(h) The assets of the firm, including any sums contributed by the 
partners to make up deficiencies of capital, shall be applied 
in the following manner and order: — 

(i) In paying the debts of the firm to third parties, 

^fi) in paying to each partner rateably what is due to him 
from the firm for advances as distinguished from capital, 

{Hi) in paying to each partner rateably what is due to him on 
account of capital ; and 

[iv) the residue, if any, shall be divided among the partners 
in the proportions in which they were entitled to share 
profits. 

It may be added here that a suit for account in dissolution of 
partnership is to be brought within three years of the date of 
dissolution. 

It may be further noticed that each and every partner has a right, 
on dissolution, to insist on a sale of the partnership assets. No 
partner, in the absence of an agreement to that effect, can claim to 
have his own share or that of his partner valued by a valuer or to have 
same divided in specie. Besides, the right of winding-up the affairs 
of a partnership in dissolution is a personal right belonging to each 
of the members of the firm, which cannot be taken out of the hands 
of other partners by the personal representatives or trustees of a 
deceased or bankrupt partner. The general rule with regard to the 
above is stated thus: On the dissolution of the partnership all the 

property belonging to the partnership shall be sold, and the proceeds 
of the sale, after discharging all the partnership debts and liabilities 
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shall be divided among the partners according to their respective shares 
in capital [Darby v. Darby (1856) Crew., p. 503]. Here goodwill 
on the value attached to the firm’s name must also be sold for the 
common benefit of all the partners [Levy v. Walker (1879) 10 Ch. D. 
446]. 

Ke^stmtion of Finns 

The Partnership Act of 1932 has introduced a new departure, 
viz., registration of partnership firms. Though registration is optional 
and not compulsoiy in the sense that no penalty is imposed, the 
sections are so framed as to provide media for suJB&cient indirect pres¬ 
sure to be brought to bear on partners to have the firm and them¬ 
selves registered, as we shall see presently. It may be added, however, 
that the sections as to registration came into force as and from ist 
October, 1933. 

The idea is that the registration should be introduced gradually 
in such provinces as are sufficiently developed for the purpose, but 
to leave imdeveloped areas untouched for the present. Thus the 
Govemor-General-in-Council is given the power by notification in the 
Gazette of India, to direct to what province, or any part of it, the 
provisions applying to registration shall not apply (Sec. 56). 

How to Register 

The registration is to be effected, by officers known as registrars, 
of firms of the respective area, by either sending through post or 
dehvery in person a statement on a prescribed form with a prescribed 
fee. The statement is to contain (i) the name of the firm, (2) the 
principal place of business of the firm, (3) names of any other places 
where the firm carries on business, (4) the date on which each partner 
joined the firm, (5) names in full and permanent addresses of the part¬ 
ners and the duration of the firm. This statement must be signed by 
all partners or their duly authorised agents. 

Restriction as to Name 

The usual restrictions imposed on joint stock companies as to the 
use of words in connection with their name such as Crown 

''Emperor’’, "Empress”, "Empire”, ” Imp)eriai ”, "King”, 

" Queen ”, " Royal ”, or words expressing or implying the sanction, 
approval or patronage of the Crown or of the Government of India 
or local Government are also made applicable to registered firms (Sec. 
58). AH adterations in the name or locations of the principal place of 
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business of such a firm have also to be notified to the registrar in similar 
fashion (Sec. 6 o). Siinilarly|, a change in the constitution has to be 
notified either by the incoming, continuing or outgoing partner. A 
dissolution may also be notified by a partner, or an agent of a partner 
who was a partner immediately before the dissolution. 

Registration and Minor Partner 

When a minor is admitted to the benefits of partnership and the said 
minor attains majority he may notify whether he elects to become a 
partner or not. The registrar in all these cases makes a record of such 
notice in his register. The registrar may rectify any mistake, or the 
G)urt deciding any matter relating to a registered firm may direct the 
registrar to make any amendment of the entry in the register 
of firms relating to such firms which is consequential up>on 
its decision (Secs. 46 - 65 ). The register is open for inspection to any 
person on payment of the prescribed fee, together with all statements 
notified and intimations filed (Sec. 66 ). 

Goodwill How Valued 

In case of partnerships it has been held as settled law that in the 
absence of express agreement, goodwill is the common property of the 
firm's partners. It would thus be seen that where a partner retires from 
tlie firm or when he dies, he or his heirs would be entitled to see that 
the figure of goodwill is included in the calculation of capital. 

The value of goodwill is usually based upon the calculation of 
average profits of three to five years, or in case of retail shops on the 
total turnover of any given period. In many businesses, the personal 
element, i.e., the ability of a particular partner, or his personal influ¬ 
ence, may count a good deal and in such a case his retirement from 
business may seriously affect the goodwill of the business. There are 
various methods of calculating goodwill, and it is always wise to insert 
provisions in partnership agreements as to the principle on which the 
goodwill of a partnership business is to be calculated on death or 
retirement of a partner ; otherwise unnecessary litigation and annoyance 
may result. We shall now deal with the various methods employed 
in calculation of the goodwill and its treatment in accounts. 

Goodwill Paid by New Partner 

When an old partnership firm takes in a new partner he acquires 
on his admission (a) a right ^ to share in the partnership assets in pro¬ 
portion to his capital and fb) a right to share in future profits in the 
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agreed proportion, in older to acquire the right to share ir piuht<* 
it is frequently agieed that tiie new partner shall pay, over and abovt 
the amount of capital he agrees to bring in, a certain amount in cash 
by way of goodwill or premium on admission to compensate the old 
partners in return for a share in future profits which they will have 
to forego and which has lo be given to him. The cash brought in 
by way of goodwill by the new oartner would be debited to the Cash 
Account of tire firm, and credited to the original partners in the oro- 
portion in which they share profits. 

Advantages and Disadvantages of Partnerships 

The advantages of partnership may be summarised as (i) Co’'‘ihi 
nation of experience with those less experienced who make up by 
contribution of finance by larger capital though they receive smaller 
profits. ( 2 ) Each partner being personally interested in the profile 
there is the incentive to w^ork hard and produce satisfactory resiil)^ Ir t 
the common good of himself and liis partners, ( 3 ) Distribution of w^rk 
among partners according to capacity and experience leads to best 
oiganisation results, ( 4 ) Goodv/il] created by successful businv"^«^ as ^ 
result of industry of partners m co-operation belongs to them and its 
total value is divisible among them in the proportion in wbiVii they 
share profits on retirement or death of any of them. 

The most important disadvantages are (i) the unlimited h?^:bibly 
oi each partner, ( 2 ) the limited amount of capital they can bring n 
as compared to joint stock company enterprise, ( 3 ) there cannot be 
more thafi twenty partners in a trading partnership and mo^e than ten 
in cas^ of a banking partnership, ( 4 ) the partnership has no indepen¬ 
dent existence apart from the persons who compose* it, i.e., it is not a 
legal entity as a joint stock company is. 

LIMITED PARTNERSHIP IN ENGLAND 

In England, under the English law, which is of course not appli¬ 
cable to us in India, there is an Act known as the Limited Partnership 
Act of 1907 under which a partnership may be formed consisting of 
not more than twenty persons canynng on trading business and not 
more than ten persons carrying on Banking Business, and is entitled 
a Limited Partnership. The partners are divided, under this Act, into 
two designations, viz., (i) the " Limited partners and ( 2 ) thr 
General partners. In every such partnership there must be at 
least one limited partner, and one general partner. The General 
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partners' liability is unlimited, i.e., they are liable for all debts and 
obligations of the hrm, wjhereas the Limited partners* liability is limited 
to a Slim, or sums, wliich they contribute as capital, or property, 
valued at a stated amount and who shall not be liable for the debts 
and obligations of the firm beyond the amount so contributed. This 
contribution or capital of a limited partner, fixes the limit of his liabili¬ 
ties towards the debts and obligations of the firm, and it is further laid 
down tha t they shall not directly, or indirectly, draw out or receive back 
any part of their contribution, and that if they shall draw out or receive 
back any such part, they shaD be liable for the debts and obligations 
of the firm, up to the amount so drawn out, or received back. The 
limit ed par tners t o take pa xt in the management of 

the partners hip business, and they have no power to bind the firm, 
though they are given power to inspect, or get inspected, the books of 
the firm and to examine into the state and prospects of the partnership 
business. There is no objection to their advising their partners in 
the firm, but they should not tcike part in the management. If they 
should take such part in the management, their liability would become 
unlimited, for the debts and obligations which the firm incurs, while 
they so take part in the management and on the same footing as if 
they were general partners. The death of a limited partner does not 
dissolve partnership, nor is his bankruptcy or lunacy a ground for 
dissolution The general partners have the sole control of the manage* 
ment and direction of the firm, not only when the same is a going 
concern, but also on winding-up same, unless the Court otherwise 
orders. These limited partnerships have to be registered in the 
required manner, stating their name, the general nature of business, 
the principal place of business, the full name of each partner and the 
term, it any, for which the partnership is entered into, the date of its 
commencement, and distinguisliing the limited partners from the general 
partners- They should also state the sum contributed by each limited 
partner. All changes in the constitution qf the partnership and in 
connection with any of the above particulars have to be notified from 
time to time The law does not make the word ‘ limited * compulsory 
in connection with the name of a limited partnership, and therefore, 
the banker has to be on his guard in England, while dealing wdth a 
partnership, lest it may be a limited partnership, failing this a substan¬ 
tial partner may turn out to be a limited partner, with the result that 
the banker may lose money. 
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JOINT STOCK COMPANIES 

The other most popular form oi combination which has helped the 
modem industries "by providing enormous capital, takes the form of 
joint stock companies. 

The actual process of incorporation, working and of&ce organiia- 
tion of such institutions are dealt with at length in their proper sequence 
in course of the subsequent chapters, but for the purpose of this chapter 
we shall confine ourselves to a general survey as to the services rendered 
by these institutions to the business world and the px)ints of interest 
as to their foundation and constitution. 

Companies are formed either with a view to take over the business 
of some old firm, with a view to extending and working the same on 
joint stock principles, or an entirely new concern may be sought to be 
brought into existence through the medium of this form of 
incorporation. 

The advent of these institutions on the scene has brought into 
existence gigantic enterprises with capital of millions of pounds, capital 
far beyond the powers of a single individual even in these days of 
multi-millionaires. The joint stock company enterprise has also, 
besides stimulating enterprise, encouraged public saving among not only 
the rich and the upper middle class, but also among 
the middle and the lower middle classes. Today, with a ready market 
on which shares of joint stock companies can be easily 
sold* and bought, the average citizen is encouraged to economise 
and save with a view to investing in these companies ; and thereby, 
besides helping the development of industries of his own country, he 
secures a good return by way of dividend on his investment, and 
frequently finds his capital itself augmented through success of the 
enterprise concerned. While stating this it is not forgotten that com¬ 
pany enterprise is not always an unmixed blessing, because joint stock 
companies fail as well as succeed in their enterprise: but in a country 
where the company system has existed for a long time, the average 
investor gets too shrewd and experienced in connection with his deal¬ 
ings in shares and stock of these companies to be easily misled. 
Besides, legislation has considerably helped, as far as legislation can 
do so, to protect the average investor by introducing in the Companies 
Act various safeguards which tend to protect a cautious investor, and 
help him to arrive at a correct decision. The enterprises where joint 
stock companies are playing an increasingly important part are rnanu- 
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factuiing, mining, banking and transport. The company system has 
so far not progressed, as for as the agricultural‘field is concerned: though 
there is no reason why its utility should hot be tested in that direction. 
Some writers, and even learned judges, have deictibed this form of 
enterprise as an extension of the partnership system. When the joint 
stock enterprise originally started, the liability of members who contri¬ 
buted capital was generally unlimited: bilt soon a stage was reached 
when it was found that the expansion in numbers of the investors, and the 
smallness pf their stake as determined by the small value of their shares, 
made the burden of unlimited liability undesirable as well as impracti¬ 
cable. This economic phenomenon brought on the scene the limitation 
of liability of shareholders ; and today the bulk of joint stock organiza¬ 
tion works on a limited liability basis. 

Advantages and Disadvantages of Joint Stock Enterprise 

We have already noticed that the greatest advantage offered by 
joint stock enterprise is that one can secure through it an almost unli¬ 
mited extension of capital as the enterprise flourishes and expands. 
Another advantage is that the combination is so based that the whole 
internal management is left in the hands of a small number known as 
the board of directors, and with managers, managing directors oi 
xnanaging agents as the permanent whole time executive officers. Not 
only one with a moderate^ income can invest in joint stock companies, 
but even a person with a large capital finds investments in joint stock 
companies in modem times more advantageous, inasmuch as he can 
distribute his capital over a large number of enterprises and thereby 
niinimise the risk and at the same time collect satisfactory returns. A 
further advantage is, that a joint stock company is a legal entity with 
a permanent succession ; and is not dissolved through the death or 
retirement of any of its members, however important and whatever his 
stake in the enterprise may be. The disadvantages lie in the direction 
of undesirable, dishonest or incapable persons taking advantage of a 
period of excitement and speculation under which they secure capital 
which may be lost. It is rightly stated that, under joint stock company 
organization > the possibility of unscrupulous promoters securing 
capital for an undesirable concern are substantial through the help of 
glaring advertisements and attractive prospectuses: though here too 
the legislature has done much to make the position as safe and secure 
as possible for an average cautious investor. The incentive to work 
hard and secure all the profits of his labour for himself, which is present 
in case of owners of private concerns such as those of sole traders and 
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partnerships; no doubt is absent in joint stock enterprise: but through 
the grant of bonuses paid out of profits made by the concerns to 
managers, managing directors and other officers, this drawback is 
sought to be obviated. 

In spite of the disadvantages discussed above the advantages no 
doubt considerably' outweigh the disadvantages, and hence the s^^stein 
has become universally p^ular and well established in all the modem 
industrial countries. 

The most popular form is incorporation under the limited liability 
arrangement; which enables investors even with small savings, to ^hare 
the fortunes of the largest enterprise in existence, with no greater risk 
than that of losing the face value of the shares. It also encourage., 
thrift and saving among the middle and professional classes, who in 
them find a medium of profitable investment, at the same time mate' 
rially assisting in the development and progress of the industries and 
commerce of the nation. Thus in a gigantic concern with a capital ol 
millions of rupees, a humble workman, or a poor clerk vdth a modest 
saving, can have a proprietary interest by buying up say Rs. lo shares 
in which its capital may have been divided. It has no doubt been 
argued with some force, as we stated above, that these joint stock 
ebneems could not be expected to conduce to the same efficiency of 
work on the part ot their directors, or managers, as in the case oi 
institutions owned by private owners, Mio devote personal skill and 
labour ; but in the absence of better substitutes, joint stock enterprises 
are accepted as a sort of compromise in these days when huge capitals 
are absolutely necessary for certain types of enterprises. To quote 
Mr. Hartley Withers from his excellent book on Stock and 
Shares—** The need^qt commerce have compelled the creation of 
a machinery which works with a good deal of jarring and plenty 
of loss and failure in individual cases, but well enough on the v/boie, 
though its most striking successes are still won in the fields which 
Smith and M'CuUoch marked out as specially favourable to its efforts." 
It may be mentioned that these special fields, according to the tv/o 
gentlemen just named, are enterprises where business may be con¬ 
ducted accordirg to a nearly uniform system—such as dock, canal, 
railway, insurance, and banking companies." To these may be added 
mining, manufacturing, hydraulic power, gas and electric lighting 
companies. There are, however, enterprises, where personal attention 
to details and anxious care on the part oi those in charge are necessary^ 
e.g. purely trading finns. Here the joint stock company arrangement, 
pure and simple, does not stand an equal chance of success with a well 
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managed and amply financed partnership. Some partner^ps 
frequently don the garb, of joint stock companies with a view to taldng 
advantage of tfie limited liability principle ; but as the whole of the 
capital is practically held by proprietors who are the working genius 
of the concern, the distinction is but in name if viewed from the 
organization standpoint. 

Control of Joint Stick Entcrprisca 

Joint stock companies are controlled by a Board of Directors, who 
are again selected and elected by the shareholders. The directors, 
techiiically, stand on the footing of a committee of management and 
are primarily responsible for the working results. A joint stoclc com¬ 
pany is an inanimate body. The legal phraseology defines^ijL^ ^ 
ficial persouj, creatfidJ^y -fe^with a perpetual succession and a common 
seal.*' It can, therefore, enter into conlracfs and deal with the out¬ 
side world only through duly authorised agents. These a.gents, 
beside.s the board of directors, are the secretary or the manager. The 
manager is also occasionally designated the '* Agent m some compa- 
jues. In India we have a peculiar system of organization, vis. that 
of managing agents, under which a firm or a joint stock company 
(usually a private limited company) controls and mana.ges joint stock 
companies, most of which companies they have themselves promoted, 
or agencies which tliey happen to have acquired by purchase or other* 
wise. Many managing agencies are ran by honest, industrious as well 
as influential businessmen: but it cannot be denied that a much larger 
number are in tlie hands of indiflerent, incapable and frequently 
undesirable peisons, which feict has caused frequent comment and 
criticism of llie system. The details as to the legal position and 
importance of this peculiar system of management under mansging 
agency will be dealt with under a separate heading: but it may be 
stated that this managing agency systeo; took its rise in early da}^, 
parricularly in case of the cotton textile industry, at a time when the 
people of this countiy^^ were not, owing to their ignorance of the work¬ 
ing of the joint stock system, enterprising enough to come forward 
with capital. Under the circumstances, the only method by which a 
large company could, in those days, be promoted, with a view to 
wcrldng a mill ur a factory, was through the assistance of a firm of 
prominent merchants, who, besides investing their own money in the 
enterprise, also, through their prestige and credit, obtained finance not 
only through the selling of these shares among their own friends and 
receiving deposits and loans on their credit, but frequently on tbmr 
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personal guarantee. No doubt the time is now ripe when we can safely 
do without the managing agency system in itfte case of most of our 
enterprises floated in the future under the company system. The 
Central Legislature has already accepted this principle through provi¬ 
sions in the Indian Companies (Amendment) Act of 1936, as well as 
in the Insurance Act of 1938, which Acts restrict managing agencies 
in case of trading and oiher companies and altogether aboHsh same in 
case of banking and insurance companies. 

MANAGING AGENTS 

We have, as dealt with in the previous paragraph, a system in 
operation in connection with the management of our companies under 
which a Arm of merchants or a private limited company is appointed 
a manager or managing agent of a number of companies. In most 
cases the managing agents are themselves pmmgtj^m pf Jhese companies, 
and as such, take a leading part in the dra iting of preliminary^ affree- 
ments with the company they promote as founders, and of which they 
propose uTBmately to he'come managers in the garb of managing agents. 
In spite of the fact that the managing agency system has existed in 
India for more than half a century, the Indian Companies Act not 
only failed to define a managing agent, but even failed to 
refer to managing agent'' anywhere within the fold of its 
290 sections. This anomaly has been removed by the Indian Com¬ 
panies (Amendment) Act of 1936 ; and now not only are managing 
agents defined by the Act in a series of sections, viz. Secb. 87A to 87I, 
but the various incidents applicable to managing agency work and 
organization have been provided for in tlie light of past experience of 
the working of the system. The idea dominant in the mind of tlie 
legislator has naturally been to see that, without in any way restricting 
the expansion and growth of company organization on which our 
Indian industries largely depend, they should bring the managing 
agencies under the control both of the shareholders and the law, in a 
manner which would tend to increase confidence of the investors on the 
one hand, and on the other hand protect an honest and first class 
managing agent from unequal compedtioa of adventurers appearing 
on the market with fantastic schemes. 

The Act now defines the managing agents in Sec. 2 (9A) as 
follows: — 

Managing Agent means a person, firm or company entitled to 
the management of the whole affairs of a company by virtue of an 
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agrc-fment with the company and under the control and direction of 
the directors except to the extent, if any, otherwise provided for in the 
agreement, and includes any person, firm or company occupying such 
position by whatev er name caUedL 

** Explanation .—If a person occupying the position of a managing 
agent calls himself a manager he shall nevertheless be regarded as 
managing agent and not as manager for the purposes of this Act/' 

It will be seen from the above definition that a very bold attempt 
has been made to bring within the purview of the definition not only 
tiie explanation as to what the system happens to be, but also attempts 
to prevent persons assuming other garbs or names in order to evade the 
previsions of the Act though they may be de facto managing agents. 

Term or PeHod of Managing Agency Agreement 

The greatest opposition to the managing agency agreements, from 
file standpoint of the investors, as from the Bombay Shareholders' 
Asi^ociation, was directed towards the length of the term of managing 
agency agreements. A term of fifty years was not uncommon, and in 
many cases it was also provided that after the expiry of the said term 
the agents could continue "until they resigned": and the agency 
contract itself was expressed to have been entered into between the 
company and the agents, their heirs, successors and assigns. It has 
been now laid down in this connection that: — 

" No managing agent shall after the commencement of the Indian 
Companies (Amendment) Act, 1936, be appointed to hold the office for 
a terra of more than 20 years at a time." However, with regard to 
those who were appointed prior to the commencement of the Act, it is 
laid down that notwithstanding anything to the contrary contained in 
the articles of a company or in any agreement with the company, a 
managing agent of a company appointed before the commencement 
of the Indian Companies (Amendment) Act, 1936, shall not continue 
to hold office after the expiry of 20 years from the commencement of 
the said Act unless reappointed thereto. In case of old managing 
agents it is further provaded that upon this termination the managing 
agents shall have a charge upon the assets of the company by way of 
indemnity for all liabilities or obligations properly incurred by the 
managing agents on behalf of tlie company subject to existing charges 
and encumbrances if any, and that the termination of the office of the 
managing agent by virtue of these provisions shall not take effect ontQ 
all moneys payable to the managing agents for loans rn^tde to or remu- 
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Deration due up to the date of such termination from the company are 
paid. This section is not to apply to a private company which is not 
the subsidiary company of a public company. 

It will be thus noticed that the rights of the old managing agents, 
i.e., those appointed prior to the passing of the Act, have been pre¬ 
served for a further period of 20 years after the commencement of the 
Act in case their agreements are lengthy enough to exceed this period. 
The other protection given to them is that in case they have advanced 
any money or incurred any personal liability on behalf of the company 
they would naturally have a right to be indemnified for same, and that 
the termination of their ofi&ce is not to take effect until all moneys pay¬ 
able to them for loans made to the company or any remunerations due 
up to date are paid up. 

Remuneration of Managing Agents 

In connection with the remuneration chargeable by managing 
agents who are appointed after the commencement of the Indian 
Companies (Amendment) Act of 1936, it is laid down that:—... the 
remuneration'^shall ^be a sum based on a fixed percentage of the net 
annual profits of the company, with provision for a minimum payment 
in the case of absence of or inadequacy of profits, together with an 
oflSce allowance to be defined in the agreement of management.’* (Sec. 
870(1).) In case there is any stipulation for remuneration additional 
to or in any other form tlian the remuneration specified above, it sliall 
not be binding on the company unless sanctioned by a special resolution 
of the company. (Sec. 870(2).) Thus now all agreements with the 
company by managing agents for remuneration in any form other than 
a percentage on profits, such as a percentage on sale, etc., will be void 
unless they are sanctioned by a special resolution of the company 
concerned. 

The next point to be noted is that *' net profits *' on which the 
remuneration of managing agents is to be calculated, are specifically 
defined by the Act instead of being left to be dealt with in the managing 
agency agreements according to the whims of the agents concerned. It 
is now laid down that " net profits " for this puipose means: — 

The profits of the company calculated after allowing for all tlie 
usual working charges, interest on loans and advances, repairs and out- 
geings, depreciation, bounties or subsidies received from Government 
or from a public body, profits by way of premium on shares sold, profits 
on sale proceeds of forfeited shares, or profits from the sale of the whole 
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or part of the undertaking ot the company but without any deduction 
in respect of income-tax or super-tax or any otiier tax or duty on income 
or revenue or for expenditure by way of interest on debentures or other¬ 
wise on capital account or on account of any sum #hich may be set 
aside in eadh year out of the profits for reserve or any other special 
fund." 

Inter-Q>mpany Loans and Purchase of Shares 

A practice had grown up under which it was usually common for 
companies under the same managing agents to lend and borrow large 
amounts of money from one another. In good many cases sinking 
companies were propped up by managing ageiits with a view to continue 
to earn their own remuneration for management, through making some 
other prosperous company under their agency advance money to these 
sinking concerns. In some cases this money was advanced through the 
purchase of debentures issued by the company in a less favourable 
position, as an investment of reserve fund by the stronger company, 
and in other cases, a still more jmd esirable practice, of borrowing on 
fixed dgg^ts on the credit of toe substant^ company under their 
management^ with a view to lending that amount to a weaker company 
which had no such credit was indulged in. This naturally resulted in 
the weakening, and in many cases utter ruin of many, good companies 
on the ultimate failuiie of borrowing companies. 

The Indian Companies (Amendment) Act of 1936 now provides 

that:— 

" No company incorporated under the Act after toe commencement 
of the Amending Act of 1936 which is under the management of a 
m a n aging agent shall make any loan to or guarantee any loan made 
to any company under management of the same managing agent, and 
no company shall after the expiry of six months from toe commence¬ 
ment of the said Act except by way of renewal of an existing loan or 
guarantee given make any loan to or guarantee any loan made to any 
such company." This rule is not to apply to loans made or guarantees 
given by a company to or on behalf of a company under its own 
management, or loans made by or to a company to or by a subsidiary 
company thereof, or to guarantees given by or to a company on behalf 
of a subsidiary company thereof. Any contravention of this provision 
would entail a fine not exceeding rupees one thousand on any director 
or officer of the company making the loan or giving toe guarantee who 
is knowin^y and wilfully in deffiult and he shall be al^ jointly and 
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severally liable for any loan incurred by the company in respect of such 
loans or guarantee. 

In connecti^ with the purchase of shares it is laid down that: — 
A company other than an investment company, that is to say, a 
company whose principal business is the acquisition and holding of 
shares, stocks, debentures or other securities, shall not purchase shares 
or debentures of any company under management the same 
managing agent, unless the purchase has been previously approved by 
a unanimous decision of the board of directors of the purchasing 
company." 

Other Restrictions on Managing Agents 

Tbe other restrictions happen to be that in case a^anaging a/; . • 
becomes in solvent, his office shall be vacated: and that a transfer oi 
office by a managing agent shall be void unless it is approved by the 
company in general meeting. It is, therefore, not possible now for a 
man^ginj ngert io assign or transfer his office wifhout consulting the 
company or the shareholders in general meeting. A charg*'^ or assign¬ 
ment oi rvommneration or any part of remuneration effected by a 
managing agent is now declared to be void against the company. Tht) 
law also provides that in case liquidation of the company is brought 
about Uiroiigh negligence or default of the managing agent, he shall 
not be enulied to receive any compensation which may be provided 
for ir his agreement or otherwise, for teiinination of his office earlier 
tiian whjit is provided for in his agreement with the company. Further, 
tiiat any v.vraiUon in the agreemenis of managing agents or their remu¬ 
neration made by the directors after commencement of the Amending 
Act Oi iQg/), riiust be approved by the company by a resolution in 
general meetmg. 

Constitution or Selection of the Board 

The successful organization and control of joint stock companies 
largely depends on the constitution of its board of directors, and 
more care and judgment is required here than is frequently displa^'ed. 
The temptation to include gentlemen of title with very little expe¬ 
rience, or devoid of business education, seems to have proved all 
powerful in the past, with disastrous results. The banking crisis 
through which we had to pass some j^ears ago, with considerable loss, 
both material and moral, forcibly illustrated tho strength of this coc* 
tention. Many well meaning and honest men of reputation <iiid 
standing in public life, who vi&e induced to join the boards of these 
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eornpanies, were simply led by the nose by dishonest managers through 
sheer lack of all knowledge of even the most elementary pnnciples of 
banking business, which nearly encompassed their ruin The subse¬ 
quent disclosures in courts of law exhibited to the public gaze amazing 
ignorance on the part of the directors, who presented a sight which 
was very pathetic. To avoid such disasters, the proper course, as is 
now increasingly acknowledged all the world over, is to select men 
w'iih business education and experience who are likely substantially to 
coiUribute towards the successful management of the enterprise For 
tiiis purpose h is best to mobilise the best business and technical talent 

the country, paying them substantial remuneration and insisting 
on their taking a genuine interest in, and devoting sufficient time 
and labour to the work entrusted to them For this purpose men who 
ar‘ already on the boards of a large number of companies ought to 
be avoided, rs it is hardly possible for these overworked men to give 
adequate attention and thought to the efficient working of the company. 
hi India we arc labouring under both these drawbacks We have 
not y < sufficiently appreciated the fact that dummy titled directors, 
minus all other qualifications, are not only a hoax practised on the 
investing public with which to attract capital in the initial stage 
(a factor of doubtful value even in this regard in advanced countries), 
but that it is positively dangerous to entrust such men with the res- 
porc'.iblc position of directors in the case of companies dealing with 
large amounts subscribed for by the investing public by way of capital 
It is also usual for us to find certain names repeatedly on the boards 
of directors of almost all our companies. How these gentlemen could 
be expected to be managing so many concerns of their own besides 
devoting sufficient time and attention to the important details connected 
vvii.h their duties as directors of independent companies outside the 
sphere of their own firms, is a question which the author finds impossi¬ 
ble to answer Co-operation of a board of experts, on the other hand, 
who have sufficient time at their command, and are ready and willing 
to devote it to the services of the company, with that of a capable 
manager and the staff, is bound to produce the best possible results. 

CO-OPERATIVE SOCIETIES 

A co-operative society is generally formed by a class of people 
with a common interest, such as railway employees or employees in 
an industry or agriculturists, etc., who as far as possible subscribe the 
capital and act as the society's customers. The dominating idea here 
is to preserve the benefits for the class who form these organizations 
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by giving its members articles of daily requirement at advantageous 
prices and the dividends on shares also go to these members of the class 
who subscribe its capital. In other words here the idea is to supply 
the various articles required by members of a particular group at 
popular prices, which embrace a small margin of profit which the 
sodety keeps to provide for its expenditure and for the purpose of 
paying a dividend to its shareholders. The dividend itself is usually 
restricted to a modest percentage. Thus in such societies the con* 
sumers combine either to produce the goods themselves or to purchase 
them collectively with a view to eliminating the profit of the middle* 
man. 

Co-operative societies are of four well-known types, namely (t) 
Distributive Co-operation, (2) Productive Co-operation, (3) Agricultural 
Co-operation, and (4) Co-operative Credit 

Distrithitive Cooperatioii 

ITie idea here is that the consumers associate with a view to 
economising by buying in common, and to increasing their profits by 
selling in common, because when a class of people want, certain 
commodity,, by a wholesale' combination they get it cheaper, at the 
wholesale price. The society thereafter adds a small margin for the 
purpose of meeting its expenditure, and also for paying a small interest 
or dividend to those who have invested mon^, and resells the goods 
to its members at the most favourable price. Generally, each member 
is made to buy certain shares, and thereby becomes a shareholder. Of 
late, this idea of co-operation has considerably developed, and co¬ 
operative societies are to be found in many towns and^ villages in all 
civilised coxmtries. According to Stephenson, in his book entitled'^ 
Principles and Practice of Commerce, this system has met with'-^ little 
success in sea-side towns with a moving population in England. It 
has flourished in Lancashire, Yorkshire, the Midlands and the Valley 
of the Clyde. It is naturally not successful among very poor (passes, 
who cannot afford to pay ready money, or among the wealthy classes, 
who are indifferent as to economy, but wish tb be paid more attention 
to when they are making their purchases. 

Distributive co-operative societies are also run on wholesale lines, 
i4C. where wholesale dealers combine and form a co-operative society 
which makes purchases for them and re-sells them wholesale. Fre¬ 
quently there is a combination by which a wholesale co-operative 
society purchases and re-sells the goods to retail co-operative societies 
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and the retail co-operative societies sell them to their members, who 
are generally consumers. 

Prodactive Co-operation 

Here a combination of producers act together througji a committee 
elected by them and secure the promts to themselves. These produc¬ 
tive societies were not very successful in their original idea, where 
the workers wanted to. combine in production and then sell with a 
view to getting the profits themselves. The management is done by 
the committee who are the delegates of the workers. 

Agricultural Co-operarion 

This form of co-operation has generally flourished in foreign coun* 
tries such as Denmark, Belgium and Holland. Small agricultural 
holders combine together and purchase in ^^o-operation all their require^ 
raents such as seed, manure, etc., and make their arrangements on 
the same footing for transport and marketing, etc. Thereby they 
manage to get the advantage of wholesale arrangement. 

Co-operative Credit 

These are soaeties formed to receive deposits from their members 
who have spare cash with a view to lending them out to those members 
who happen to be in want. The idea is to give credit to small busi¬ 
ness men, who cannot get ready accommodation from other sources. 

COMBINATION 

The most noteworthy development of modem industry is the 
increased growth of combinations among industrial units. These com¬ 
binations are^made either by informal understandings, or through 
what are commonly knowp as " gentlemen's agreements between 
competing units, i.e. firms or companies, or through regular agree¬ 
ments for regulating prices. There are also associations for regulating 
output or for allocating contracts for each type of work or sale or 
supply. All these combines can be divided into two main divisions, 
viz. (i) the Vertical and (2) the Horizontal combines. 

Verticai Combination 

In case of verticai combinations one large company or corpora¬ 
tion links up all the stages of production, right from the raw material 
to the finished article. Thus there is one large limited company, viz., 
Dorman Long & Bolckow-Vaughan Ltd., which is an iron company, 
which links up right from the coal mines to iron and limestone supply 
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in al] its stages : and the famous Bovril Ltd., which supplies the 
^concentrated Ox soup, owns large ranches of cattle in Argentina and 
Australia and manufactures the condensed soup which it puts on the 
markets. 


Horizontal Combination 

In the case of horizontal combinations, however, there is a com" 
bine of a number of companies or organizations producing an article 
in the same state, the object being to prevent cut-throat competition 
or to maintain prices at a certain level, as in the case of Imperial 
Tobacco Co., of England, which is a combination fonned by a number 
of independent tobacco and cigarette producers. .We hav(/ a 
combine of a similar character in India, viz. the Associated Cement 
Co., Ltd., which is formed or made up of a combination of a large 
number of joint stock companies in the cement rnanufacluring line. 

The advantage of such combines is to avoid cut-tK^at compe tition 
(as in the case of our cement companies) as welTas maldng for**"*S 5 - 
ciency and p^ection in the product and reduction of costs through 
large scale organization and production. 

MONOPOLIES 

A monopoly, generally spealdng, is in effect, control, either natural 
or artificial, on either the supply or demand side of goods or services. 
According to John Stu art Mill, monopoly is a limitation of supply. 
Monopolies thus may be divided into two divisions, viz. (ij monopoly 
of supply orj(2) monopoly of demand. In the modem world, absolute 
control of the demand or supply is very difficult, except in case of 
monopolies enjoyed by. the State, as in caseli^fcpo^t.office *and telegraph 
work, or similar other work of publuTutility, of which the State secures 
the monopoly through legislation preventing any other party witiiin 
its borders from either supplying or producing the article. There is 
another type of monopoly known as legal monopoly acquired by 
individuals in of inventions, through'TrtJfajnlhg oLpatent rights for 
a certain period. This is allowed in civilised societies on the ground 
that invention should be encouraged through such protection given by 
the State. Th^e may be jripnopolies in case of certain supplies, due 
to peculiar geographiciLl_conditions*~6y wHI^^ a certain article is exclu¬ 
sively produced in one country, and thus that country acquires a 
monopoly of supply of that natural wealth to the rest of the world. 
These last-named are natiitaL4nioiiopolic5, i.e, not artificially made by 
legislation or otherwise ; but in the modem world even such mono- 



Combination of Business 4[ 

polies do not succeed for a long time, as synthetic processes may 
produce even that natural article, and compete with it, and thereby 
destroying monopoly of supply. A professional man or a business 
office or a manufacturer may secure a partial monopoly through his 
peculiar talent or through the reputation or prestige of the firm or 
company for excellent quality, style, etc., which monopoly can be' 
maintained so long as competitors are unable to produce and supply 
the same quality of service or commodity. There are other mono¬ 
polies which go under the heading of social monopolies such as copy¬ 
rights, trade marks, etc. There is one more class of monopoly known 
as secret monopoly which is made up of a secret process of manufac¬ 
turing or producing a particular article, for which the manufacturer 
or producer does not care to get a patent lest the secrecy of the process 
of manufacture may become known. 

RATIONALIZATION 

Rationalization is a word of continental origin of rather a wide 
significance ; but generally speaking it denotes a forinj2Lxa:ggii^ 
particularly designed with a view to eliminating ^Ssfeand kieffioency. 
On the close of the Great War, it began to dawn on the leaders of 
industry that the old system of individualism must now be replaced 
by the more efficient method of running the whole industry under a 
special form of reorganization of all the industrial concerns covered 
by the said industry on most modernised and scientific basis, with a 
view to eliminating waste as well as inefficiency connected with the 
productive units as well as selHng organiz^ations. This is done through 
co-ordination and co-operation of the individual concerns covered by 
the industry, each individual concern restricting itself towards pro¬ 
ducing that for which it has the most efficient ^organization and machi¬ 
nery, and co-operating with the rest of the concerns along given lines. 
Through this type of combined organization not only large capital is 
naturally made available, but the most efficient organization for 
purchasing, producing and selling br marketing products is achieved. 
Competition is also reducedi&d specialization is encouraged. On the 
whole the result is not only and more efficient production, but 

the cost of the units is considerably reduced with the result that the 
selling prices are also a bit lowered. As we have already stated, 
rati(^lization is. a very wide terra and involves one or more of the 
follcwng idea§ :— jl* 

(i) simplification and standardization 
ultimately to economy, 
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(2) wholesale application of scientific management according to 
the present day methods. 

(3) consolidation or amalgamation of certain undertakings either 
ID the same line or in allied industries into one great unit, 
with common management and control, with a view to pro¬ 
duce in the largest possible quantity and reduce cost. 

Rings—Are combinations of capitalists formed with a view to 
majnlaming a standard price of a particular commodity in which they 
are interested, which price may be higher than that of the actual or 
economic market value. 

Pool. —In case of Pool, certain firms which ordinarily competed 
with each other agree to join in a combination, under which all their 
profits are clubbed together and then distributed in proportion to their 
capital and output. The idea is to permit each member to retain his 
individual independence and to remove competition by a combination 
of profits through a loose form of trust. 

Trust.—The modern form of Trust is the combination of companies 
under which the shares are purchased by a new company formed by 
themselves. The old form of Trust was one where companies and 
hrms which combine, confer a general power of Attorney upon certain 
individuals whom they appoint trustees. Under this power they were 
givenj^ntire control as administrators and managers. The owners of 
the -sfiares concerned received trust certificates and the profits were 
distributed among them in a proportion guaranteed. 

>. Cartels. —Are a loose form of trust, whose mam object is the 
^maintenance of reasonable price or limitation of supplies. Under the 
cartel each separate unit or business maintains a separate existence 
and their idea is to break as soon as possible the particular reason 
which brought them into existence disappears. 

Comer.—Is where an individual or a syndicate buys a particular 
commodity from a given market with a view to raise the price to their 
own liking. This type of comer has now become veiy difibcult in case 
of commodities, because of the facility in communication and trans¬ 
port and markets such as the stock exchange, and one seldom hears 
of them- 


CHAMBBRS OF COMMERCE 

These are voluntary associations of merchants, businessmen in 
general, financiers, industrialists and of otherT generally connected 
with business, formed with the view to protect the interest of trade. 
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•omteerce and industries in general, as well as protecting same. Xliey 
also help the ifiercantile community by collecting and distributing 
impoit^nfto their members] tfie^TEey 

foiTO^jToSit ^ body for represen tin g to the Government in various 
departments the gjrievanc^ of businessmen in connection with any 
contemplated legislation or &at with regard to some regulation or law* 
©dsting which was wdrking unjustly or harshly against businessmen 
or was obstructing tEelf business. They also recommend changes in 
existing legislation as well as introduction of new legislation which 
from the businessmen's standpoint would be advantageous to commerce 
and industries in particular and public in general. The Government 
also before taking any action in promoting new legislation usually 
consults Chambers bf Commerce and their views are carefully studied 
with a vie\srto improve and modify, if possible, the contemplated rules 
or legislation particularly in connection with commercial, business or 
industrial matters. 

Chambers of Commerce frequently collect information which is 
likely to help their members on various subjects connected with com¬ 
merce, trade and induslries and frequently maintain Statistical Bureau 
where classified information collected for the benefit of their membm 
is kept for use of members. Even in the political arena. Chambers 
of Commerce now take an active part in India and are making' lepie- 
sentations to the Goveniment in connection with businessmen's griev¬ 
ance or contemplated legislation. 

In England the London Chamber of Commerce is the most prmni- 
nent chamber with a membership running into thousands. The 
Chambers of Commerce are organised and founded in various locations 
and frequently, as is the case in India, a large number of Chambers of 
Commerce unite to found a central body. Thus we have the Associated 
Chambers of Commerce formulated by European Chambers in India 
and the Federation of Indian Chambers of Commerce is a combination 
of Indian Chambers of Commerce. The Indian Merchants' Chamber 
-of Bombay is one of the most prominent Chambers with a membership 
running into four figures. This Chamber was established in the 5;ear 
igoy and enjoys the right, under the Montagu-Chelmsford Reforms, to 
send their representatives to the Central'Xegislative Assembly under the 
Act of 1935 as well as that of electing representatives on the Bomtoay 
Legislative Assembly. It also enjoys the right of sending representatives 
to the Bombay Munxipal Corporation, the Indian Central Cotton 
Committee, the Advisory Committee of Railways, etc. ^ These rights are 
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■ geitcrally enjoyed by other Chambers of Commerce in India, European 
as well as Indian. We have thus the Bengal Chamber of Commerce, 
made up of European merchants and industrialists, the Bengal National 
Chamber of Commerce comprising Indian element mostly of industrialists 
and businessmen and enjoys the right tp send representatives to Bengal 
•Legislative Assembly, Calcutta Port Trust, etc., more or less on the 
same footing as other recognised prominent chambers. There is the 
Maharashtra Chamber of Commerce whose membership is conhvned to 
Bombay and suburbs, Poona, Sholapur, Satara, Colaba, Nasik, Ratna- 
giri,‘Trharia, East and West Khandesh and Belgaum. Karachi also has 
a Chamber of Commerce so has Madras. The Madras Chamber of 
Commerce is one of the oldest and enjoys privileges of sending repre¬ 
sentatives to various legislative and public bodies. The South Indian 
Chamber of Commerce of Madras is a chamber of Indian members. 
The United Provinces and other places have their location Chambers 
of Commerce on more or less the same footing as sister Indian 
Chambers. 


ASS&WATIQNS 

A looser form of combination or association on more or less a 
gentleman's contract principle is what are called Trade Associations. 
In the case of these associations each member contributes a certain 
amount with a view to creating a fund which is being augmented 
through similar contributions on the basis of sales, etc. These associa¬ 
tions may have as their principal objective (i) either the restriction of 
output among its associated memUers in times of difficulty or over-pro¬ 
duction ; or it may be formed for the purpose of price maintenance. 
(2) The other general object is to prevent unfair competition and to 
hx fines or penalties in case of infringement of any of the regula¬ 
tions of the association mutually agreed to. (3) They may also go 
in for collective advertising out of the common funds of the asso¬ 
ciation. (4) In connection with sales, also, quotas are fixed based 
upon past records of trading of individual members. There are other 
important services rendered to the members such as (5) information 
bureaus for credit information, (6) research laboratories, (7) debt collec¬ 
tion, etc. It is usual, in the case of such associations to appoint a 
secretary by mutual agreement who is usually an independent account¬ 
ant who has the right of inspection of books of any of tfie members at 
any time, and who ascertains or verifies percentages of actual business 
done for each of them with a view to ascertain how much each member 
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has exceeded or fallen ^rt of his quota either of production or of sale 
so that the final adjustment can be arrived at. 

ASSOCIATION OF EMPLOYERS 
An Association of Employers is virtually speaking a trade u mon 
^ employers. We have. e.g. our Millowhers' Association in connection 
with textile industry, which is virtually speaking an association of 
employers in that industry. Their objec t generally is to protect the 
interests of employers in a particular mcTusS^ror in the country or 
district in which they are estiblished. These associations help the 
employers to work in collaboration in connection with the industry 
concerned and prevent abnormal rise in wages, i.e. they are a counter¬ 
blast to the workmen’s trade unions by presenting a united front of 
employers against these trade^ unions when any unreasonable demands 
are made by the said unions. Frequently such associations have 
arranged efficient control for output and price in mutual interest. In 
connection with research work also, both on marketing and technical 
questions, the associations by a united effort provide finance. They 
also collect and distribute technical and business information among 
their members, as well as acting as a medium through whicE.standard¬ 
ization could be introduced- 


CHAPTER in 
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PURCHASE DEPARTMENT AND BUYING POLICIES 
Wholesale Business 

Having dealt with the most necessary preliminaries we ghal] now 
proceed to deal with the organization of a wholesale business. 

A wholesale business may be carried on either by a sole proprietor 
or a partnership or even a joint stock company. The main purpose of 
the business is to buy in large quantities either on the concern's own 
account or act as agents of manufacturers and receive goods on" th^ 
arrangement of consignments or indent and in return sell these goods 
wholesale. The wholesaler of modem times has become virtually 
speaking the controller of markets at various locations where te 
studies the requirements of the buyers through market research and 
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other methods and guides the manufacturers'wno are attached to him 
in one form or other as to the t)^ of production they should bring out 
or as to the alterations, improvements and variations that should be 
made from time to time in order to meet the requirements of the average 
buyer in the district where the wholesaler happens to be predominant. 
He is also a great convenience to the retailer, inasmuch as he keeps a 
stock of the goods in the line in which he is dealing from which the 
retailer keeps on replenishing his little stock in the shop as he manages 
to sell them retail. Were it not for this wholesaler, the retailer would 
have to keep a much larger stock, 3 ljM to run the risk same getting out 
of date or stale, as well as the risk of getting out of stock 
and losing orders througfi ‘ the interval that he secures them 
from the manufacturer from a distant place. The wholesaler also helps 
to maintain the prices which would otherwise fall heavily during slack 
seasons if the production happens to be much larger than the demand. 
He also exercises a similar wholesome influence in checking 
a constant rise in the price through the production getting suddenly out 
of stock at particular location. The usual practice of these wholesalers 
happens to be that they buy during the slack season, when prices are 
more favourable, and sell them during the busier season. 

The wholesalers are divided into (i) wholesale warehouse men who 
sell locally on the markets where they are situated and do not export 
in large quantities for foreign buyers and (2) export merchants who 
get orders from abroad from indent firms and other agents at difierent 
locations and either supply from their own stock, or place the orders 
with various manufacturers whom they select as those whose manufac¬ 
tures are suitable for the foreign buyer who has sent him the order. 
The genuine wholesaler is not a manufacturer or a retailer ; he is iq fact 
a link between the two and* in fact a very useful and indispensable unit 
in the business world. We shall deal with the indent firms with whom 
these foreign export merchants deal in a separate chapter when we shall 
also give an idea as to the nature and type of organisation that these 
export wholesale merchants Iiave to maintain. 

How Wholesalers Help Manufacturers as well as Retailers 

The wholesalers help the manufacturers considerably not only In 
connection with (i) formulating policies as to the maniifacture of the 
goods and help them to secure markets for their manufacture, but also 
(2) relieve them from the necessity of employing large capital by either 
purchasing the goods in large quantities or by advancing money or 
finance in form of acceptances of the hills of exchange for goods con- 



Organization of Wholesale Business 47 

signed by the manufacturers to them. They also relieve the manu¬ 
facturers (3) from the work of collecting and securing orders, and 
thereby relieve the former having to maintain a large sale organization 
6f their own and thereby distract their attention from their legitimate 
and proper work of manufacturing goods. (4) By frequently signing 
forward contracts for supply of goods from month to month in the year 
to come, they relieve the manufacturer not only of the anxiety of their 
produce being sold, but also that of maintaining a large stocx on the 
off chance of getting orders. Thus a large proportion of manufacturers 
of modem times do not carry stocks on their own account and risk, but 
produce goods against contracts that have been already made with them. 
(5) Being in close touch with the retailers who are his customers he gets 
from the retailers, who are in direct touch with the consumers, hints as 
to what changes in production are necessary and is thus able to suggest 
changes or alterations in production and is thus the manufacturers' best 
adviser in tliat direction. (6) Wholesale warehouses keep prices from 
falling when the supply is large by storing up the goods and preventing 
a heavy fall in prices. They also prevent an abnormal rise by main¬ 
taining a suihcent stock to meet pubhc demand through the retailers who 
are generally unable to keep large stock either due to lack of sufi&cient 
capital and large storage accommodation. (7) Wholesalers through 
their experience know from what manufacturers he could buy the best 
quality at the most favourable price and generally specialise in certain 
type of goods which advantage they pass over to* the retailers and 
through them the consumers* 

There have been of course cases, though rare, of manufacturers 
setting up their own v/holesale organization for selling at different loca¬ 
tions ; and also of wholesalers starting to manufacture on their own. In 
the case of manufacturers setting up a sales organization, we have 
already seen that that course would entail the locking up of enor¬ 
mous capital both in connection with maintaining of stocks as well as 
of giving credit to the retail shop-keepers and also in connection with 
floating capita! to be employed in the huge selling organization which 
is to be maintained in such cases. In the case of the wholesale organ¬ 
ization which is also manufacturing, a similar dfficulty arises not only 
in connection with having to lay out a much larger capital for setting up 
factories, but also disadvantages connected with distracting attention 
between manufacturing and selling. Some manufacturers have even 
gone to the length of eliminating the wholesaler altogether, and by 
opening a large number of what are called chain shops or 
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** multiple shops ", try to sell to the consumer directly. We shall deal 
separately in detail with this form of organization under a special 
heading. 

Generally speaking a wholesale organization, as distint from manu¬ 
facturing organization, has proved to be a necessity ; particularly in 
connection with independent retailers as well as for the convenience 
of a large number of manufacturers who are not required to have' their 
own selling organization. The convenience of the independent retailers 
arises from the fact that through the wholesaler they are able to secure 
ail their requirements instead of having to get them from numerous 
manufacturers. They are also relieved of the necessity of keeping a 
large stock, as we have seen above, or of the risk arising through the 
constant fluctuation in prices if the wholesaler was not on the market 
to balance same. 

MERITS OF INDIVIDUAL v. COLLECTIVE RESPONSIBILTY 

It has been repeatedly emphasised that the success of this form of 
combination mainly depends on the efficiency of the officers and the 
extent of personal interest displa^^cd by them in the successful working 
of the enterprise. It has been conceded by the best authoriiies, that the 
duties and responsibilities of men in charge of the establishment should 
be regulated on the collective responsibility principle, in order to ensure 
smooth and continuous work. If a concern is made to hang on the 
sole and individual responsibility of the chief officer, that officer has 
got to be exceptionally capable, but the danger is, that the abihties of 
his subordinates are likely to be dwarfed for want of continuous practice 
in those departments where initiative and original thought are required, 
with the result that sudden removal of the chief through illness, ^eath 
or resignation, would leave the whole establishment in a state of confu¬ 
sion and stagnation, until his place is filled in by an outsider equally 
capable. On the other hand, if the esablishment is carefully divided 
inlo departments, each in charge of an efficient head, with a careful 
distribution of work and responsibility, permanent efficiency is ensured, 
and an opportunity for development of originality and initiative brought 
within the reach of a much larger number. The removal of one of the 
heads, through any of the accidents above enumerated, does not give 
rise to any inconvenience under this form of organization, because the 
post can be filled in by gradual promotion from the staff itself. This 
affords the additional advantage of creating an incentive among the 
staff to work hard and display the best of their talent in service of the 
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company in the hope of promotion. The humblest member of the staff 
should be made to feel that the highest and the most remunerative office 
is open to him provided he proves himself worthy of it. 

TECHNICAL AND BUSINESS KNOWLEDGE DISTINGUISHED 

The other point to be remembered, particularly in selection of tbe 
Business Manager is the fact frequently lost sight of. viz. that technical 
knowledge and business ability are two distinct qualifications. In other 
words, a technical expert, say for example a practical chemist, will no 
doubt prove a good acquisition for the laboratory of a company formed 
to manufacture patent drugs, but if he is handed charge of office manage¬ 
ment, i.e. work of pushing sales and organizing a distribution campaign, 
he is bound to fail. Many a promising Indian enterprise has failed 
through the total disregard of this most potent factor. There should be 
an appropriate division of work The technical expert should strictly 
keep himself within the limits of factory management, whereas the 
business specialist should be left a free hand in connection with his office 
work and finance. They should, however, co-operate by an exchange 
of. views in order to bring about the most successful result. This class 
of mistake is common in connection with companies formed in order to 
work a patent. Here the inventor is hardly the fit person to act as 
the manager. He is no doubt an expert *as far as the production or 
improvement of his invention goes; but he seldom possesses the ability 
and judgment necessary to push the sales or to control the financial side 
of the enterpiise. This branch of work must be left in charge of a 
business specialist. 

SPECIALISATION v. GENERAL KNOWLEDGE 

This brings us to the consideration of the important distinction to 
be drawn between the specialist and the general business expert. Spe¬ 
cialization within certain limits, and in certain branches of work, has no 
doubt proved to be the most advantageous, fmaj. the point of view of 
efficiency,, buf there are other emplo3nncnls where the specializa¬ 

tion may be carried too far. Mr. Hairy Tipper jn his book entitled 
The New Business rightly states that Specialization in any kind of 
pursuit has the tendency to limit the outlook in breadth while increasing 
it in depth.'* .In other words a specialist no doubt acquires a deep 
knowledge of his own branch of human activity, but outside its limits 
he is a mere child. The result is that the specialist can only be used as 
a component part of a large organization, working and co-operating in 
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that work with his brother specialists in other departments, but all of 
them have to be directed and guided by a master mind at the head of 
the organization who has acquired a sort of a specialized knowledge 
of general aSairs/* The specialist efficiently assists tlie general manager 
with the practical solution of the problems set before him, but he is 
incapable of creating ideas as far as the directing of the whole organiza¬ 
tion is concerned. This, according to Mr. Harry Tipper, “ must be 
done by a mind well enough equipped with general knowledge of human 
affairs to construct, with a sufficiently broad understanding of the 
BTelations of the different branches of human affairs, the plan upon which 
the operating problems are based. It is for this reason that many of the 
most successhil merchants have been found ^ong those who were not 
specialists in anything except the broad interests in humanity and buy¬ 
ing and selling, but who because of this broad knowledge could direct 
the work of the specialists in any particular line so that the greatest 
efficiency could be secured out of the whole plan.** To support this 
argument further Mr. Tipper adds that commercial affairs of today 
deaimg with enormous masses of employees, with trade extending over 
the whole world, with activities of scores of sciences and innumerable 
details of practice, are demanding more and more not the detailed infor¬ 
mation along simple narrow lines possessed by the speciaLst, but the 
broad general information which permits of a viewpoint properly 
proportioned with due consideration of the prospective." 

It will thus be noticed that in the grouping together of the staff 
of a large establishment, we have to provide for^ specially selected spe¬ 
cialists, who are to carry out instructions from higher quarters and axe 
to be directed and guided by managers or heads possessed of general 
knowledge, wide experience and considerable practical ability. Our 
business schools and colleges should, therefore, devote their attention 
to the manufacture both of the specialist, and the businessman with a 
'* specialized knowledge of general affairs." 

WHOLESALERS’ OFHCH ORGANIZATION 

We shall now proceed to study the organization of a wholesale office 
on Its administrative and executive sides, the principles of which will 
no doubt in a large measure apply, with certain variations, even to a 
large selling organization for retail purposes. The administrative side 
looks after office routine, finance, etc., whereas the executive side is 
in control of the purchase, sales, publicity and despatch departments. 
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OrganizatioT^ of Wholesale Busmess 

The Influence of Locality, Site and Arrangement Re« OflEke 
Building on BusineM 

In connection with the business ofhce of a wholesale merchant, che 
location and site will entirely depend on the nature of the^business.^ Of 
course the site value in the case of a wholesale business office would be 
of as great importance as in the case of retail shop-keeper: but it is 
asserted by sales managers of great experience in the wnolesale line that 
under the modem trading conditions, the location of the office is also a 
very important factor in Organization which may make or mar the 
selling capacity of the whole business. In almost all wholesale trades 
there are what are known as buying centres where the motussil and 
countryside buyers, m the form of retail merchants, frequently call 
whenever they happen to be in the town or city, either to place orders 
or to discuss other equally important items of business. In fxt the 
retail shop-keepers >niake up two types of buyers. One is that which 
belongs to the class which waits for the salesman to call for his orders, 
whereas the other is one who is in the habit of frequently calling at the 
wholesale office itself, in order to make his choice or purchae and 
discuss incidentals thereof. Thus it is necessary that a whblesiy^ office 
must also be located in that part of the city or town where sud buyers 
are in the habit of frequently going ; and thus that location maj^ become 
almost a wholesale market. The office building must be easy of access 
m the locality, and there should be at the entrance a display of signs, 
and uniformed attendants clever enough to guide the mofmsil buyer 
or customer to the correct department or to a particula head of 
department whom he may have come to visit. There shoild also be 
in the main hall or entrance a dear indication as to the positions of 
the rooms of various heads of departments, and an effidert lift scrvica. 
In short, the appearance of the premises should be in keeping with 
the dignity and the name of the firm. Many large Wholesale houses 
have erected their own buildings along modem lines And the tendency 
nowadays is to eliminate small rooms and compartments in order to 
save space and time in passing from one room to another. In connec¬ 
tion with ventilation and lighting arrangements also, small compart¬ 
ments are more expensive and inconvenient. Only for those officers 
and employees whose work is likely to be disturbed are separate rooms 
provided : and for the principals or heads of departments special inter¬ 
view rooms fitted with telephones, etc., are maintained. In fact the 
xnodtm executive seldom receives a client in his working office, but 
maintains a separate interview room to receive and discuss business 
with him. This is most convenient in view of the fact that in the 
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work room there may be a quantity of important papers lying about, 
which when the busy executive is working on them may not jftesent 
an exactly attractive appearance; whereas a specially fitted room 
laiakes an excellent first impression. 

The building should be built with a view- fo provide ample? ds^- 
light and ventilation tlirough windows, besides fans for the warm 
season. Air-conditioned premises are now increasingly in prominence 
in all advanced centres of trade and commerce. This helps the staff 
concerned not only to work in comfort, but also to maintain their eft- 
ciency for the whole day through ; fatigue being much lessened by 
these methods. In the case of artificial lights, not only should they 
be ample, but the modern tendency is lo get them so covered as to' 
be fre^ from glare and dazzle. On that side of the country where 
winter is severe, heating arrangements on most modern lines should 
be maintained for winter. The office accommodation should be free 
from overcrowding eiher through so many employees* being placed in 
4L small space, or through files and olher papers being stored in a 
clumsy? manner. Every modern office should be fitted with what is 
called a,strong room, with pigeon holes and steel cabinets where the 
whole retord of accounts and books of a most valuable character may 
be stored'«very evening and kept safe against an outbreak of fire. 

The Reception Office 

The most modem offices have now adopted the practice of keep¬ 
ing a recejjtion or an enquiry office in charge of an intelligent and 
trained atteAdant who is in a position to distinguish between important 
callers and offiers, and who is able to receive the callers and give them 
private directions. Many offices maintain special reading and writing 
rooms for suc!^ callers and visitors, particularly where they have a 
number of vidtors frequently visiting them on business from the 
mofussil and countryside, so that the customers can use tliese rooms 
as a sort of an office and club during their short stay in the city. 
It is asserted that this experiment has brought a considerable amount 
of business, not offiy from tiic old customers, but has also helped the 
introduction of new customers who accompany the old ones difring 
their visit to the City. 

The Modem Office Furniture 

In large offices tlie teleplione exchanges are placed in separate 
compartments to prevent conversation being overheard ; and also to 
avoid interruption by outside noises. The office furniture of modem 
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times is made up of tables which are cleared every day, and the old 
fashioned roll top desk has virtually disappeared. Desks used by 
ledger-keepers, should be sloping ; whereas in the case of typists, spe¬ 
cial typewriter tables must be used. These tables are of a height 
which is adjustable with a view to eliminating fatigue. In the case 
of chairs, too, comfortable chairs which give the least possible degree 
of physical fatigue and discomfort should be used. Various other 
mechanical devices should be used for labour-saving purposes, which 
will be dealt with separately. 

How to Select the Staff 

The next item of importance in connection with large offies, is 
the selection of staff. In connection with selection of staff, coisider- 
able skill, care and impartiality has to be observed. Unfortnately 
the human element generally prevails in favour of nepotism wiich is 
a weakness which tends to destroy or impair the efficiency ofi good 
business as one great writer has rightly stated. 

The only considerations which should weigh in the balance in thw 
selection should be ability, education and experience. In short, flection 
should be on the footing of merit, irrespective of caste or creed ;ind it is 
the duty of every business head who is called upon to select ftai, to see 
that he adheres to that principle. It is bad enough to selct members 
of staff on the principle of nepotism where the business hapj^ns lo belong 
to yourself though tliere may be the redeeming feature that the loss 
entailed through inefficiency affects your own pocket ; bu it is positively 
a crime against moral order, as well as against the coicem which one 
is called upon to manage, to show any favouritism to any illative, 
friend or outsider over other more deserving applicans. Many a good 
business has been mined when, as Professor Russell ^mith puts it in his 
excellent book on Elements of Industrial Managauent ", nepotism is 
resorted to. Nepotism is derived from the Latin ^ord Nopos a nephew 
or grandson, and means favouritism shown to nephews and other rela¬ 
tives with a view to finding them some remunerative employment, irres¬ 
pective of their training or ability. In the words of the same learned 
author ''they are nice young men, it is tme, and being of the blood 
of the successful, they have, upon the average, a better chance of 
inheriting the qualities for success than ffie average man. The trouble 
is that the potential qualities for success must, we know, be developed 
by education and experience. The latter they often fail to get. Merely 
because they are these fortunate nephews, they do not get the knocks 
iiat give the experience necessary to develop their powers. The 
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old sa3dng that ' Blood is thicker than water * is really a potent destroyer 
of good business. It is a fact, blood is thicker than water. We love 
our relatives, we like our friends, and we are going to do the best we 
can for all of them ; with the result that we put men in positions 
because they are our friends or relatives rather than because they are 
htted by nature or experience to assume responsibilities in the 
best possible way."*" Another name for nepotism is ' pull \ It puts the 
right man in the wrong place, where he can wreck enterprises. It also 
discourages other young men because they see that a rival has an 
oppx)|tuni{y merely because of relationship, not because of merit. This 
evil i| particularly strong in old enterprises that run through second and 
third generations. A man starts a concern, hands it down to two or 
three kons, who vary in ability, and by the time their sons have 
got g(id positions all the way tlirough the concern, it is well fixed on the 
high > 4 y to min. Almost any person of wide observation can name a 
few ekmples in point.*' Human nature in the United States of 
Americi, where these lines were written, is evidently in no wise different 
from l 4 t in India. Do we not know of companies and enterprises 
startedlnd successfully developed by the founders, particularly by some 
of our (b firms of Secretaries and Agents ", which were handed down 
to their|children in a flourishing condition, gradually exhibiting signs 
of decay ? 


Encourage Your Own Staff 

, The next point to remember is that the first desideiatum of every 
business executVc is to encourage his own staff by giving them all faci¬ 
lities for training and study with a view to improving themselves, so that 
when higher appointments in the concern fall vacant through retirement 
or death, one from the staff itself is promoted. In some concerns the 
so-called policy of importing new blood " is followed. In such cases 
it has been found in many instances that this is only an excuse to fill 
in the vacancies with men related to, or having some connection with 
the directors or managers. Where, however, there is genuine intention 
of employing specially trained men and- thus importing new blood in 
that form, care should be taken to see whether there is any member of 
the staff worthy enough with similar qualification to fill in that place ; 
and if there is one the first opportunity must be given to him. Any 
departure from this course naturally results in disaffection and dissatisfac¬ 
tion among the members of the staff which would soon lead to ineffi¬ 
ciency all along the line resulting in great loss. It is rightly said that 
employees axe entitled to look for promotion, and unless there is reaso#- 
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able prospect to look forward to, the best man might leave the organi¬ 
zation as soon as a better opportunity occurs. 

Procedure for Selecting Junior Employees 

The usual practice in selection of junior employees is either to adver¬ 
tise for them or to write to various employment agencies specialising in 
that class of work. If an advertisement is put in, care should be taken 
to state clearly the type of people required, together with qualifications 
and prospects, so that the right kind of applicants may be attracted and it 
may save the reading through and rejection of a large number of 
applications. Many offices, therefore, prefer to take the assistanc^e of 
employment agencies of standing and repute who submit names. 
Whether the applicant comes through the employment agency or through 
advertisement, he has to be interviewed, and thus a certain number of 
suitable candidates are selected. Original certificates should be called 
for to be produced at the interview, and as each applicant is interviewed 
a note should be taken as to the impression created by the party on the 
officer interviewing, who must be an experienced head in this type of 
work. Where references are produced or given they should be noted 
and correspondence opened in due course for correct information. 

Usually in all large businesses where the employees are being inter¬ 
viewed the practice is to prepare a standard questionnaire for each class 
of employee so that the officer concerned may utilize same and 
ask questions from the said questionnaire noting down the answers given. 
After these questionnaires are dealt with, the interviewing officer makes 
his report from which report the manager prepares a special question¬ 
naire which is to be answered by the interviewing officer. The papers 
are then circulated among the board of directors or handed to the chief 
offiLcr concerned, who has the final voice in selecting for the post. With 
regard to the salary asked for by the applicant it may be that in these 
days of unemployment he may ask less than what he actually needs, 
or in some rare cases ask for much more. The best course, therefore, 
is to see that salaries and promotions are fixed in advance according to 
the nature of work that is to be done by a man properly qualified ; and 
thereafter the firm must see that it gets the person who deserves such a 
salary and promotion. This will not only result in the best selectionj but 
will also encourage the selected staff to continue with the firm, and not to 
leave' it suddenly for a better job. One point which has been empha¬ 
sised by the most experienced and successful businessmen, is that it is 
a great mistake to expect best results from poorly paid or under-paid 
clerks amd assistants. Unfortunately there are many concerns in th is 
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country earning huge profits and in spite of that they are most tardy 
in payment of thetr clerical and other staff, while the principal officers 
are drawing large salaries. This principle militates against efficiency, 
because a poorly paid staff works without stamina, gets easily fatigued, 
is frequently absent through fllness and thus in the long run the organi¬ 
zation suffers. 

After the new clerks are engaged, the work of training them in the 
routine of the office concerned must- also be left to superior and expe¬ 
rienced seniors who are sympathetic and energetic enough to see that 
the young men are given all possible facilities to pick up their work. 
Frequently in case of complicated departmental organizations, office 
manuals are prepared, giving in detail the description of the work to be 
done by each officer concerned, explaining the reason why that is to be 
done, and finally showing how the work of a particular officer is linked 
up with the rest of the office. A large number of offices encourage their 
own assistants to attend morning or night lectures at commercial colleges 
by not only providing facilities of attendance and examination study 
leave, but also by paying a portion of their fees. Ultimately this course 
results in benefit to the office itself through securiixg of able and grateful 
assistants. 


Sources of Supply of Capital 

Every business natiualiy requires a capital. In the case of a sole 
trader the proprietor generally starts with his own capital whereas in 
case of partnership, the partners bring in their quota of capital as agreed 
Upon, in addition to that the other source is borrowing for temporary 
accommodation from bankers and drawing and accepting bills of 
exchEinge as well as discounting same when necessary. In the case 
of joint-stock companies, tlie capital is raised by issue of shares to the 
public and thus the shareholders become, virtually the proprietors of 
the company, providing it with the necessary capital. This capital is 
thereafter employed in business and may become what is known as 
fixed capital or circulating capital. The fixed capital is, of course, that 
part of the capital whv:h is titOised on purchase of fixed assets such 
as building, machinery, etc., which assets are worked with a view to 
produce income ; whereas the circulating capital, otherwise known as 
working capital, is liquid capital which is used for carrying on the 
business: as for example for purchasing goods or raw materials in case 
of manufacture, payment of wages and salaries, etc. The quantity of 
capital required in business will not only depend upon the nature of the 
business^ but also upon the credit ol the owmxs in the business world. 
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Merchants and firms with established reputation anJ credit can do a 
much larger quantity of business with relatively smaller capital tiian 
new businesses which do not generally command the same credit or 
prej»hge on the markets concerned. 

case of joint-stock companies, besides share capital, one comes 
across debenture capital, which is the amount cf money raised or 
borrowed by issue of debenture bonds on which the company agrees to 
pay a fixed rate of interest. This amount, raised through issue of 
debentures, is frequently called debenture capital ; but it is in fact a 
sni&nomer because it is nothing more than the money borrowed for the 
purpose of business. • In most cases the debenture holders are given 
as security a chaige or mortgage on the property of the company. 

It mav be added that besides the actual capital which has been 
thus brought into business or raised through the issue of snares, etc , 
the financing oT business is also largely done on the concern’s credh 
through the acceptance of bills of exchange fox purchase of goods, 
dr^countirg of accepted by oOier traders against goods the concern 
h'.s sold overdraft arrangement with bankers on personal socuritv or 
giiarantec or on pledging or mortgage of movable.or immovable assets. 

DEPARTMENTAL ORGANKATION 

a depr rtmen^ is meant a unit of organi7:ation to wh'^^b a sp* 
^17? h'ons In a v/holesaJe busmes.s office the u ual dej c'^r 

"c -cs departments for (i) Cash, (2) Purchase, pyi f 

A'(o?7nts, and (5) Vilorks. 

Working of the Cash Department 

We sIiaD first of all .see how the finance of the coEcer?!, j e. me Cash 
P-'p'tv! is organised. There is a head caLdii^r jnd he i? 

assisted by a numher of junior cashiers 01 assistants. The head cashier 
keeps the Gene% v "ash B<x)k which has separate oclmnns for " banl’: ' 
cash and discount 'h The head cashier is supplied v/ith printed 
receipts bound in bovok-form, with perforated counterfoils, which are 
also consen ^’vely numbered, and is instructed to acknowledge all ca h 
received on bucse receipc. .. On every invoice as well as debit note sent 
oet by the fimy intimallon is printed in red letters to die effect that all 
receipts not cc’ cowledgcd on the film's printed foriT*5 wi:I be deemed 
worLdess. Waen hie head cashier^^eecives cash, he b;;-' .0 fill in one 
or chc leceipt loims in the receipt-Book, filling in tLc original and the 
couiiteitob coapon at the same time. He signs the original receipt. 
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initials the counterfoil, which remains with him, and bands over the 
original receipt to the customer. If the cashier is not empowered to 
sign the receipts, he gets the same signed by the departmental manager 
concerned. He then proceeds to enter the amount in the cash book 
on the debit side, placing the number of the counterfoil in the voucher 
number column —a special column to be found on both sides of the 
cash book—in the same line with the amount received. 

With regard to payments, the best rule followed is to make aU pay¬ 
ments by cheques, crossed wherever possible, whereas only in case of 
emergency, or absolute necessity, the payment is to be made in cash. 
The cheques are all filled in by the head cashier, or his assistants, and 
then presented to be signed by the head of the department concerned. 
A receipt from the payee for the amount paid has to be obtained and 
in case of payments over Rs. 20, the same has to be stamped. These 
receipts are then pasted in a book called the Voucher Guard Book 
They are then consecutively numbered in the proper order, the number 
being placed on these vouchers either in red ink or in blue pencil, which 
numbers are then recorded in the voucher number column in the 
Cash Book on the credit side in the same line as the amount of payment. 
It will thus be noticed that there is a proper voucher for each of the 
receipts and payments. The cashier never makes a payment unless the 
bill or invoice against which the payment is to be made is duly certified 
by the managing partper concerned. Thus a thorough check is main¬ 
tained on all payments coming in and going out The auditors of the 
firm will thus be able to easily check the receipt-book counterfoil with 
the amounts and details as entered on the Cash Book debit side and 
then verify if they are properly posted in the ledger. With regard to 
payments, the auditors will be in a position to check them with the 
counterfoils of the cheque books, as well as with the Voucher Guard 
Book ", where the " receipt voucher " from each of the payees is care¬ 
fully pasted in its numerical order. The cheque-book counterfoils are 
also checked by the auditors with the bank pass book to see whether 
the payments were actually made by the bank. 

Petty Cash 

Petty expenses such as postage, cartage, cooly hire, packing, 
stationery, etc., are sometimes too numerous to engage the attenion of 
the head cashier and it is often arranged in large concerns of the type 
we are dealing with, to allocate to a particular clerk the duty of acting 
as a petty cashier and the petty cash is kept on, what is known in book¬ 
keeping, as the " Imprest System of Petty Cash ", under which the 
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head cashier advances a sum at a round figure, say £20, to the petty 
cashier by drawing a cheque in favour of the petty cashier 
The petty cashier cashes the cheque, makes all the petty 
disbursements, for which wherever possible he obtains receipts, and at 
the end of the week presents his account to the head cashier. We will 
suppose that his detailed expenditure in the week amounted to £15-10-0, 
for which he accounts to the head cashier as paid for telegrams £10, 
cartage £5 and postage los., the head cashier passes an entry in the 
Cash Book on the credit side according to the ordinary rules of book¬ 
keeping. debiting these heads of accounts and hands over to the petty 
cashier a further cheque for £15-10-0, i.e. the actual amount the petty 
cashier has accounted for, thus replenishing the petty cash in order to 
make it up to the original figure of £20. 

Up*to-Date Credit Information and Rapid Collection of Accoumt 

The object of this branch of work is to arrange a system by which 
the most accurate information could be obtained, filed and kept up-to- 
date, as to the credit and standing of parties who deal, or are likely to 
deal, with the firm. In old-fashioned business offices, including banks, 
this branch of work is left to the cashier. The second branch of work 
indicated by the heading, viz. the collection of accounts, is also more or 
less left in charge of this generally overworked official. Perfection and 
accuracy can hardly be expected under the circumstances. The trained 
business manager should never allow this state of affairs to continue. 
Large amounts are often written off yearly by business houses as bad 
debts, that could have been saved through the efficient handling of 
credit information work and a proper system of collection of accounts. 
Ever^^ firm of any magnitude or importance should maintain a depart¬ 
ment such as the '' Intelligence and Collection Departmentthe princi¬ 
pal work of which is to coUect and file information as to the standing 
and credit of both the wholesale and retail firms with which credit 
business is done. For this purpose, in small concerns a book called the 
“ Opinion Book '' is maintained with an alphabetical index on the first 
few pages. One or two pages of this book are devoted to each name* 
which is indexed and the details collected are written out on the pages 
assigned to each. The information is dated and kept up-to-date by 
insertion of new reports from time to time. The general practice is to 
revise these reports at least once a year. The information collected may 
be generally placed under some or all of the following headings: — 

Firm's Name. 

Partxm. 
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Financial standing of each. 

Do they hold landed properties ; if so, of what value ^ 

Are they encumbered ; if so, up to what exfent ? 

What is the value of the stock-in-trade generally maintained by the 
firm? 

What is the yearly turnover? 

What is the reputation of each partner individual!}^ and the firm 
collectively as to honesty and resources ; v»^hether he is specu¬ 
lative or sober in his deahn^^s? 

What is the amount the}/ are good lor and for what time? 

'Are they competent and experienced? 

When the credit customers are numerous, beyond the scope of a 
single, or a number of Opinion Books, the iirformation reports may be 
tcept in folders, filed on the pniiciples of the^ vertical system of filing, 
with either an alphabetical or numerical card index. 

In case of joint-stock rompanies, the information required is collec¬ 
ted from balance sheets and published accounts as well as from bankers 
and the bazar merchants. Cfiarccter element plays an important part 
in this i:ype of concern, though of couise the same by no means should 
be ignored in caiic of private firms. Aic v;c not frequently meeting with 
instances where balance sheets of concenjs rotten to the core were perio¬ 
dically proclaimed as being financially sound? The head of the credh 
intelligence departmenl should never allow himself to be guided entirely 
by llicse statements, but should go behind the figures and work hard to 
discover seemts as to the inner w of these concerns. For that 

purpose he shimld keep Iiirri,X‘lf closely iii touch with market gossip 
each lime trying lo test the truth of cacJi story that the daily es'citement 
of a busy market b'^’ajs out by wry of iclaxaiioii. A firm or company, 
whose directors are inclined to be speculative, should be watched with 
great care and anxlefi u: qahe ul prosperity and capital. 

The Intelligence and Collection Department should undertake the 
work of collecting accounts. The Accounts Department should, from 
time to time, «^end out a return of baDnees due from customers, together 
with the length of time during which i fie accounts are left unpaid, to the 
Credit information and Cefiertion i lepariment, whose duty is to see that 
the same are colierted without undue delay. Being in dose touch with 
the latest information as to lluctud lions in the credit and the standing 
of each of these firms, this department is in the bast position to judge 
where a polite reminder, and where a more vigorous demand is neces- 
UiXy to bring about the desired effect. As a rule the department should 
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begin with a polite remincjer, which may be followed by one or more 
similar letters as the knowledge as to the standing of the firm addressed 
may dictate. Finally a more emphatic demand may be resorted to. 

* Inquiry Agencies 

In the case of concerns situated outside the district, information may 
be collected through business friends situated in the same locality* or 
through bankers who generally maintain branches or agencies in all 
principal towns. In Europe and America Information Agencies are 
conducted either under the auspices of local chambers of commerce, 
trade associations, or by private individuals. These agencies undertake 
to furnish confidential information as to the Standing and credit of firms 
situated within a certain radius for a small charge. There is no reason 
why such agencies should not be started and developed in the principal 
towns of India, either by our Indian Merchants' Chambers, or by men 
of established standing and reputation. 

PURCHASE DEPARTMENT dc BUYING POLICIES 

In connection with all large concerns which deal in wholesale lines, 
the most vital fatcor is that of purchase along correct lines ; and it may 
be stated that the policies laid down, on the footing of which purchases 
are to bo made, must be closely related to the policy of selling as well as 
financial policy of*thc concern. The policy of purchase centres round 
the question as to what to buy, what types and qualities are to be 
purchased, and where they could be had to the best advantage. In 
short, good purchasing can only be done by tlie head of the Purchase 
Department who makes a thorough research in this connection and 
obtains a definite knowledge through such research wliich enables him 
to purchase at tlie best advantage. He will then obtain a complete 
knowledge of prices at which goods could be had from different manu¬ 
facturers and producers, and their fluctuations, and for this purpose a 
constant research is necessary. The policy is to be based on the type 
of customers for whom the goods are to be purchased by the wholesaler. 
If the selling organization caters for middle-class customers, the class 
of goods suitable to that class will have to be covered, whereas in case 
where its customers are shopkeepers located in wealthy localities, the 
goods suitable for wholesale dealing will naturally be those suitable for 
the richer class. The next points that will have to be taken into account 
are the quantity which should be kept alv/ays ready in stock, and the 
forward contracts that should be made with producers and manufac¬ 
turers, which idea the manager of the Purchase Department will get 
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through his past experience in connection with his own hrm, and the 
tendency of the market at the time he lays down that pohcy. The style, 
colour and the pattern also play an important part in this connection, in 
view of the fact that the taste or fashion constantly changes. This 
particuldr phenomenon of constant changes generally is the principal 
item of worry to the manager of a purchase department in view of the 
fact that there are very few articles which maintain a steady demand for 
a lengthened period ; and even the demand tor staple articles frequently 
varies. 


Handling of Job Lots 

Frequently the buyer of the Buying Department is offered what 
are known as Job Lots ", i.e. goods which are to be sold in lots, 
belonging to bankrupts or to those who wish to rapidly convert them 
into cash. Naturally here the temptation of the buyer is to make pur¬ 
chases owing to the exceptionally tempting price at which these job lots 
are offered ; but the deciding factor should be here the suitability of the 
job articles for the purpose of the customers of the buying firm, whereas 
otherwise, unsuitable articles, however cheap, will lie heavily on their 
hands, and may ultimately have to be sold at a loss. If a decision is 
arrived at to purchase, all possible deductions should be made for 
unsuited goods which wUl have to be scrapped. The goods should not 
be purchased on the footing of mere sample or samples presented, but 
eveiy article ought to be carefully examined. It may be that some of 
the wholesalers' customers are situated in a poor locality where cheap 
goods of inferior styles or out-of-date patterns could be sold at a profit. 
In such a case, of course, that feictor will play an important part in* 
the decision to purchase. 

The Quantity to be Purchased 

As we have already stated, the quantity which should be purchased 
will largely depend upon anticipated sales, which will again depend 
upon the past record of sales maintained by the Purchase Department of 
the wholesaler himself. Here naturally the Purchase Department will 
have to decide the problem in close collaboration with the Sales Depart¬ 
ment. The quantity that should be purchased at a time will gain 
depend on the policy of the firm as to quantity, discounts offered to its 
customers, its facility for storing its goods, risk of change of style or 
fashion as well as that of perishability of the goods, amount of capital 
at the disposal of the wholesaler, transport facilities for obtaining such 
goods at short notice, etc. In connection with records of past sales, the 
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analysis of the number of years immediately preceding the date of 
purchase will be an excellent guide in coanection with the quantity sales, 
style and the price, class at the gcx)ds concerned. There are goods of 
a class that entirely depend on the type of weather and therefore the 
forecast of weather conditions will naturally have to be taken into 
account, such as in the case of dmbrellas> overcoats, etc., for the rainy 
season or woollen for the winter. 

Policy of Rapid Stock Turnover 

Some wholesalers as well as retailers follow the policy of what is 
called ** Rapid Stock Turnover'*, which means buying in small quax^ 
tides frequently and trying to sell them away as rapidly as possible. 
The advantages of following such a method happen to be that (i) goods 
which are maintained in stock are fresher—which element is enough 
to tend towards increased sales, (2) the risk of deterioration is lessened, 

(3) loss through sudden fall in the price is in a large measure eliminated. 

(4) the capital required is also small in amount and (5) the expenses 
of warehousing and storing are also lower. However, there is the 
other side of the question i.e,, disadvantages, (i) In the case of rising 
market this policy will not pay, and the general practice is to buy 
larger quantities with a view to taking advantage of the rise in price. 
(2) The oth^r risk which this policy has to face is that of getting out 
of stock suddenly and unexpectedly through suddenly increased 
demand, and that the stock checking has to be constantly and vigi¬ 
lantly employed. In short, if this rapid turnover policy is carried 
Uk> far, it may result in increased expenses in connectioD with buymg, 
accounting, packing, shipping, etc. 

Importance of Buying Budget 

Large' concerns prepare a budget in advance as to the quantity 
they should purchase from time to time during the year and the total 
estimated purchase. This is a very • common practice in connection 
with large department stores who employ a large number of buyers 
in theu service, and who have to take guidance as to what quantity 
shduld b^ purchased at certain intervals. In the preparation of the 
budget, of course, the record analysis of past sales serves as a guide 
and constantly the budget has to be adjusted according to the actuals 
in unexpected increase or decrease of sales. It is claimed that by 
such a. method a sort of a check is maintained on over-purchase or 
under-purchase of particular articles. As the budget deals with the 
purchase oi varioUk departments, naturally it forms a medium throi^ 
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which Iho principal executive is able to control and co-ordinate the 
results of the departments concerned. 

Influence of Prices and Quantity Discounts on Purchase 

No doubt the prevailing prices on the market frequently influence 
the quandiy purchased and in this connection what are called quan¬ 
tity discounts play also an equally important part. When the market 
prices show a tendency to rise, a large purchase is made in anticipa¬ 
tion of being able to sell at a still higher price and make a larger profit. 
In the case of quantity discounts, there is always a temptation to buy 
a larger quantity than is actually necessary so that a large percentage 
of discount may be obtained. Both these tendencies entail consider¬ 
able risk because in the case of prices the upward tendency may 
suddenly change, whereas in the case of quantity discount, if a quan¬ 
tity is purchased which turns out to be beyond the calculation of 
possible sales, the goods may not only lie on hand, but if they are 
of a perishable nature they may get stale or spoiled and ultimately 
entail a large loss. 


Buying Agents 

We have seen that in order to be an expert in purchase, one has 
to be in rimning touch with the changing phases of the purchasing 
and manufacturing markets, and it is frequently found desirable that 
the purchasing should be left to outside buying agents who make a 
speciality of bu3dng or purchasing. This is paiticulariy so where 
purchases are made from a centre of production or manufacture which 
is outside the country or located at a great distance. Many large 
concerns make use of the specialist buying agents because it is found 
in many cases advantageous to do so, as these bu3diig agents, being in 
constant touch with markets and prices, secure better offers than the 
purchasing head of the firm can do so 04 his own. The sources from 
which products can be obtained are better known to them and in 
times of shortage these buyers are in a better position to know where 
to get these goods and give quick delivery. It is frequently argued 
that there are some disadvantages connected with this, inasmuch as 
these outside buying agents will not have the interests of the buyer 
at heart and may frequently mislead them by wrong advice. How¬ 
ever, it is admitted on all hands that the specialist buying agents in 
many cases are not only advantageous but indispensable, though of 
course their utility largely depends upon their reputation for honesty 
and fair play. 



Organization of Wholesale Business 6S 

Co<opetativc Purchase 

In a pievious chapter we dealt with co-operation in its various 
phases. Frequently large buyers who may be wholesalers themselves 
or retail shopkeepers combine to make this form of purchase, and if 
these co-operative organizations happen to be efficiently managed they 
no doubt work out to the benefit of the buyers concerned. The manage¬ 
ment of tliese co-operative purchase organizations of course should 
be honest, reliable and energetic. Usually these co-operative organiza¬ 
tions are incorporated companies whose shares have been purchased 
by members who are themselves large retail or wholesale organizations. 

Group Purchasing 

This organization should be distinguished from a co-operative 
purchase organization although this group buying is no doubt a form 
ot co-operative pui chase, and has now prominently come on the scene 
both in Europe and America. Here, groups of buying offices of 
different concerns combine in making their purchase and thereby 
secure tlie goods at more favourable prices and also get belter selec¬ 
tion. lU many cases this results in the purchase of the entire output 
of a factory or a mill. One difficulty of group buying is that the 
diHerent concerns that make up a group may frequently require 
different styles and patterns as well as colours of goods ; in which 
case the purchase cannot be made on favourable pnees. However, 
there are groups who have found that they can advantageously com¬ 
bine and are working satisfactorily as well as with economy in 
expenses and quantity prices. 

WORKING ORGANIZATION OF PURCHASE DEPARTMENT 

The organization of this department is of vital importance as to 
the degree of success with which the business can be managed, whe¬ 
ther wholesale or retail. We have already dealt with the main 
features of buying policies and shall now proceed to consider the 
practical aspects of office records and organization. 

To certain officials and clerks is assigned the duty of reporting 
to the head as to what class ot goods are “ low in stock, in view of 
the margin laid down, on whose report the head takes action in time 
so as to avoid loss and inconvenience arising through any of the 
articles getting out of stock. A well-organized business, as we have 
already noticed, should never be short of stock, and all the time and 
trouble devoted to this branch of organization is bound amply to 
repay in its results. During what is known as the season file 
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articles which are likely to be in the greatest demand should be ade¬ 
quately stocked, otherwise the stock is likely to nm short at that 
veiy time when there is a possibility of effecting the largest sale. 
Even worse, a late purchase order may bring in the goods too late 
for the season, thus involving the firm in greater loss, both through 
the loss of opportunity for sale and the burden of carrying over a 
heavy stock to the next season, by which time it might get stale or 
out of fashion. 

Eveiy department of the firm sends out its orders on regular 
printed Order Forms" of the firm. These "Order Forms" are 
printed and bound in book-form consecutively numbered and dupli¬ 
cated. The manager of the particular department, when he fills up 
the " Order Form ", takes a carbon duplicate which he keeps with 
him in the book itself. The original " Order Form " is filled in and 
signed by the manager. Very often the firm sends out orders for 
purchases on account of contracts that the firm has entered into, in 
which case the order always refers to the purchase contract on which 
the same is based. With regard to these order forms, the visual prac¬ 
tice is to prepare a number of copies by using carbon paper. One of 
these is sent up to the firm to which the order is sent, another is sent 
to the accounts department to facilitate their work of checking the 
invoices when the goods come, a third may be sent to the godown 
keeper who receives the stock. Here it may be stated that many 
firms prefer to send only specifications of the goods to the accounts 
department, as the purchase-prices are generally kept secret and one 
copy is maintained in the order book itself. VVhen the goods come 
in, in response to these orders, the invoices of the goods are to be 
carefully checked by one of the clerks of the departments concerned 
to whom the work is allocated. The first thing to be checked in the 
invoice is the quantity ordered, with the quantity supplied, for which 
the clerk has to refer to the carbon duplicate in the Order Book. He 
has also to see whether the goods supplied are of the same quality as 
stated in the order. He has then to see if the price is correctly charged. 
For that purpose he should see if any price is indicated on the " Order 
Duplicates Where the purchase is made on account of a purchase- 
contract by the firm, the clerk has to refer to the original contract. 
AI! the calculations in the invoice itself should also be carefully checked. 
Mistakes are frequently made in ordinaiy mathematical calculations 
to the detriment of the firm to whom the invoices are sent out. Thus 
the time and trouble devoted to these minute details*are amply rewarded. 
These invoices are then sent on to the counting-house, or the accounts 
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department, where they are entered in the ‘'Purchase Journal'* 
The Purchase Journal is ruled as under: — 



The student here notices a number of columns, each for a separate 
department of the firm together with the amount column which indi¬ 
cates the total amount of purchases made from the firm whose name 
is found entered in the column headed “ Name The invoice is 
practically speaking analysed and a one line entry is made in the 
Purchase Journal stating particulars of the invoice in the name column, 
viz. the name of the purchaser, the amount of actual goods purchased 
for each of the departments being entered in each of the separate 
columns reserved for each of these departments, and the toted expenses 
being entered in the expenses column. This method of maintaining 
separate columns for each department gives us separately the total 
monthly purchases of each of the departments. The expenditure 
column gives us the total expenditure on purchases. It also facilitates 
the posting of the Ledger. What is done here is that each of the firms 
from whom the goods were purchased as entered in the name column, 
is credited in the Ledger separately for tlie total amount of purchases 
as shown by the amount column, and at the end of the month, totals 
are taken of the cloth, coal, wool and crockery and the expenses 
column and the accounts are debited for the totals of the respective 
columns of the total, thus making a complete double entry. 

Well Regulated Warehouse Arrangement of Stock 

Here it may be further added that in wholesale concerns the stores 
in the warehouse should be arranged in a more or less well regulated 
order. It would not do to heap up goods as they arrive at random, 
so that much time is wasted in sorting the articles at the tiihe thc?y are 
wanted. The idea in the arrangement of the warehouse should be to 
so manage the articles as could admit of their being easily handled. 
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This can be done by allotting certain space to each type of articles 
where they should be segregated, arranged and stored on specially- 
made shelves to suit the nature of the goods tiiat are slocked. The 
Stock Book should also be carefully ruled, indicating each type of 
stock and showing the quantity received, and quantity sent out, with 
facility for reckoning of the stock which is likely to be on hand. For 
this piiipose books with pages ruled in the form of a banker's current 
account ledger are universally in use, which admit of the quantity of 
stock received being shown on one side in a set of columns, those sold 
on the other, with the balance on hand in the third. There should 
also be some arrangement for the proper checking of stock at certain 
intervals. 


Documents in Use 

It would not be out of place to deal with a few documents mu ally 
used in business in connection with purchase and sale. Most importcint 
of these documents, as wc have already seen, are invoices. Invokes 
may be inland or foreign. The following are tlie forms of Inland and 
Foreign Invoices respectively:—» 

INLAND INVOICE 

84, Mazagaon Road, 
Bombay, 5th March 19.'^^. 

Bought of 

Messrs. GORDHANDAS GIRDHARILAL & CO., 

Wholesale Provisioners, 


Messrs. Nagji Premji & Sons, 
553, Eldon Street, Bombay. 


Order No. 296. 


10 • 

2 Cwt. Bags of Rice @ Rs. 28 

R.S. a. p. 
280 0 0 

1 

Tin Tea of 100 lbs. net @ Rs. 15 

16 0 0 

6 

Dozens Porcelain Jars @ Rs, 3 a dozen 

18 0 0 


E. & 0 . £. Net Cash, 30 days. Total Rs. 

313 0 0 


The following is the form of Foreign Export Invoice for goods 

sent out:—I 
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FOREIGN INVOICE 

Messrs. SULEMAN KHAN & CO. 

Invoice of i,ooo bags groundnut seed shipped per s.s. Dunkirk 
from Bombay to Calais hy order and for account and nsk of Messrs. 
P. Elliot & Co., Calais. 
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Foreign Price Quotation 

In connection with Foreign Trade the student has to master various 
prices quoted for various incidents. There are what are known as Loco 
Prices ; Free on Wagorf Prices ; F.A.S. Price ; F.O.B. Price ; C. & F.; 
C.I.F. Price and Franco Price. The following diagram clearly explains 
same: — 


ITEMS INCLUDED IN EACH CLASS OF PRICE 
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8. Landing Charges in Foreign Country . 

9. Transport Charges to and by Station., 

10. Local Delivery Charges. 

11 . Commissions. 
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Certificate of Origin 

When goods are exported from places like Italy, Spain, South Africa, 
Australia and Canada certificates of origin are required. They are fre¬ 
quently printed on the back of invoices and can be obtained from the 
local British Chambers of Commerce or from the Customs House at the 
time the goods are entered. They have to be signed either by the 
exporter or by the Secretary of the Chamber. 

Consular Invoices 

These invoices are required by countries such as the United States, 
as well as a number of Republics of South America. These invoices 
have to be signed by the Consul of the country td which the goods are 
being shipped. The Consul certifies these invoices in three copies, one 
of which has to be given to the shipper, othei to the customs authority 
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at the port of entry, while the third is retained by the Consul himself. 
A small fee is charged for so doing by the Consul concerned. 

PRODUCTION AND DISTRIBUTION COSTS 

Cost plays a very important part in connection with both manu-’ 
facturing and selling departments of business as it materially influences 
prices and profits. It is, therefore, not out of place to deal with this 
feictor briefly in this chapter giving an idea as to the various component 
parts of the costs of production as well as those of selling or distribution. 

The advantages of Costing if intelligently planned and applied may 
be summarised as follows:— 

1. It helps to quote competitive prices. 

2. It helps to improve judgment. 

3. Effective selling prices may be fixed. 

4. Production statistics and records are available for comparison. 

5. Labour is effectively remunerated without waste. 

6. Proper record of material and stock prevents thefts, 
leakages, etc, 

7. Where Stores Ledgers are kept, periodical Inventories could be 
prepared, and profit or loss made can be ascertained with 
reasonable accuracy. 

8. By charging-out material at market price, the effect of bad 
purchase is nullified to a certain extent. 

9. It shows the value of work-in-progress. 

10. It provides correct data for estimating and tendering. 

Manufacturing Costs 

In case of a manufacturing concern, the cost would be divided 
primarily into; — 

1. Prime Cost, i.e. the raw material and all expenditure which 
can be directly allocated and added or charged on the articles 
manufactured such as direct labour, raw materials and direct 
expenses either in bulk or separately taken makes what is known 
as Prime Cost 

2. Overhead Expenses at the Factory;—In addition to the Prime 
Cost, a further addition has to be made on account of '' Over¬ 
head Expenses at the factory or " Factory Oncost" compri- 



72 


Business Organization 

sing of depreciation of machinery, / the cost of motive power if 
any used, factory rent and insurance of workmen against Work¬ 
men's Compensation Act salaries of factory supervisors and 
managers, etc. 

3. Indirect Overhead Office Expenditure:—This comprises of 
expenses incurred at the office organization such as directors 
and managers, salaries of office clerks, rents, taxes in connection 
with office expenditure, advertising, and other selling expend!* 
ture such as sales literature, travelling salesmen's salarie^^ and 
expenditure in connection with their travelling and r 
expenses to different places, issue of price lists, printing and 
publication of price lists, catalogues, etc., postage and 
stationery expenditure at the office and any other expenditure 
which is incurred at the office of any description in connection 
with the working of the office. These when added to the Prime 
Cost and Overhead Expenses of factory brings us to the 
** Cost " of the articles manufactured. To this cost a per¬ 
centage on account of Gross Profit is added, including the trade 
discount to be allowed to wholesellers and retailers, which 
brings the manufacturer to his '' Selling Price 

Of course there are various denominations as to methods 
of costing used with different objectives, viz., (i) tr* arrive at 
the cost of a unit ordinarily known as Unit Costing (2) 
There is also what is called ** Job Costing " or Contract 
Costing " where separate accounts are kept in order to arrive 
at the actual cost of each contract or job undertaken. (3) As 
opposed to these there is what is called “ Batch Costing " where 
the contracts or jobs are combined in batches and then the cost 
of each of the combinations is sought to be arrived at. (4) 
There are also methods of arriving at the cost of each of the 
processes used known as " Process Costing ". (5) In case of 

motors, bicycles and similar articles where a number of parts 
have to be manufactured separately and thereafter assembled, 
the costing method employed is called "Multiple Costing" 
and so on. 

The following is'an illustration of a Cost Sheet;— 



The Comparatwe V/eekl/y Cost Sheet of a Spinning Mill 
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Particulars 


Three months 
ended 30-9-44 
15,200 Tons 

Three months 
ended 31-12-44 
17^0 Tons 

Raw Materials 



Rs. 

2,55,000 

Rs. 

2.80,000 

Process and General Wages ... 

••• 

... 

'6,03.000 

6,35.000 

Fuel ... 

• •• 


67.000 

69,000 

Power 

... 

... 

13,000 

13,400 


Prims Cost ... 

9,38,000 

9,97.400 

Works Expenses 

Repairs 



20.800 

24.000 

Haulage 



9,200 

10,600 

Light and Water 



4,000 

4,000 

Rent 



20,000 

20.000 

Rates and Insurance 



3.000 

3,000 

Depreciation 



25,000 

25,000 

Salaries and General Expenses 



70.000 

70.000 


Works Cost ... 

10,90.000 

11 , 54,000 

Administration Charges 

... 

... 

50,000 

50 000 

Cost 

0/ Production, 

Rs. 

ir,4o.ooo 

12.04,000 


Cost Per Ton 

Rs. 
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Chapter IV 

ORGANIZATION OF WHOLESALE BUSINESS 

(Continued) 

SALES DEPARTMENT 6 c SELLING POLICIES 

We dealt in the last chapter, in some detail, with the Buying 
Department of a wholesale business and shall now proceed to deal with 
the Sales Department of a similar concern. 

Is a Wholesaler Necessary? 

Frequently manufacturers maintain their own wholesaJe selhng 
department and thus divide their organization into two sections, viz. (I) 
the factory orgamzatidh and (2) the sales organization. There ai« 
others who prefer to concentrate on manufacture ; and entrust the work 
of selling to wholesale merchants who at different centres command great 
influence and maintain most efficient selling organization under competent 
salesmanagers. Thes^ wholesale organizations have established their 
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claim through their long experience and efficient work, which has given 
them an enormous influence over the retailers in their district. They 
are prepared frequently either to purchase against cash or on credit on 
their own account the goods of the manufacturers, or to receive them 
on consignments for sale on their account. The manufacturers find in 
such cases that they are not only relieved from the worry of maintaining 
their own efficient sales organization, but also from providing a suffi¬ 
ciently large capital in case they were to open up their own Sales 
Department with a head office at the centre at which they manufacture 
and district branches with district salesmanagers supervising sales of their 
manufacture in each district. Many manufacturers in India, such as our 
cotton mills, have firms of selling agents to whom the monopoly of sale of 
almost all their products is given by long term contracts. The question 
has been frequently raised whether this form of division is advantageous. 
The answer is, that if the selling organization of the agent is maintained 
on modem lines, with an efficient staff at every centre, the division of 
work would certainly bring about the best results, viz. concentration 
or specialization in each of these two departments. 

Whether the manufacturer employs a wholesaler or works, his own 
department, he must of necessity, in modem times, carry on a propa¬ 
ganda of his own with a view to keep his brands and goods known on 
the market. Many manufacturers, however, with their own depart¬ 
ments for selling, have managed to come in direct touch with retailers 
and sell the goods most favourably through their advertised brands; 
but of course in such cases a much larger capital outlay, and specialized 
organization for selling of a most efficient character, is necessary. 

A few of the manufacturers have even gone so far as to open chain 
shops and sell to consumers directly. This aspect of selling has been 
dealt with in a separate chapter and hence a passing reference need only 
be made here. 

There are, however, cases where a manufacturer is not prepared, 
or is not able, to lay out large capital outlay in a selling organization 
of his own, and prefers to deal with competent wholesale agencies. In 
the case of foreign markets, particularly, opening of branch offices for 
wholesale selling is most expensive ; and it has-been found in practice 
that the wholesale selling agents who are natives of the countries con¬ 
cerned, and who command an efficient selling organization, are most 
desirable, at least until such time as the sales at such a foreign centre are 
sufficiently large to warrant opening of a branch of his own by the 
manufacturer. 
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Thus it will be seen that a large number of manufacturers use the 
wholesalers for keeping in stock their goods at difEerent centres, selling 
them on credit to retailers, and advancing the manufaicturers against 
the goods thus sold sufficient finance in one form or other. 

Selling Inefficiency of Many Indian Managing Agency Firma 

Unfortunately many of our Indian ^ managing agency firms ate 
too old fashioned and out of date for modem requirements. Their usual 
practice is to arrange with wholesale firms to act as their selling agents. 
In some cases the agents are given the monopoly for purchase' and sale 
of the whole production. The selling agents have no idea of modern 
methods as to how to create demand or organize sales on scie!Atihc lines. 
In short most of them have no idea as to modem methods employed by 
the modem sales managers. They simply rely on brokers who act as inter¬ 
mediaries between them and fhe retail shopkeepers. Hence our textile 
manufactures are not marketed on the most modem lines as they should 
be: which is one of the causes why the foreign imported textile cotton 
goods are still in control of the Indian markets. In early days when 
the textile cotton industry could not secure aU the capital it required 
from the share-holding public, perhaps that course was necessitated 
through force of circumstances, but now-there is no reason why selling 
departments in charge of properly trained and efficient sales managers 
should not be opened and mn by such of our mills as cannot secure the 
services of selling agents with modernised equipment for selling, pushing, 
scientifically advertising and marketing their goods. In old days when 
the Cotton Textile Mill Company could not get sufficient finance out 
of Share Capital, as people were not used to investing in Joint Slock 
Companies, not only Managing Agents were compulsory because they 
managed to get the finance, but selling agencies had to be tacked on. 
These selling agencies frequently arranged to buy over the complete 
stock of a mill or to act as their sole consignment agents and advance 
money against goods left in their charge for same as consignment or 
pay against their purchase a certain amount and undertake to pay the 
balance at a stipulated date or after sale Today any first Class company 
can secure all the capital it requires through issue of shares. Thus 
there is no reason why each textile manufacturing ^ company running 
cotton mills should not have a separate selling organization with a 
qualified^ Sales Manager with all the equipment necessary for sales 
researches, marketing of goods, packa^ng and merchandising them on 
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the most modem pattern so that through their efficient sales organization 
they would not only succeed in multiplying sales, but also in ousting 
foreign imported cotton fabric altogether from the Indian market. 

Utility of Wholesale Sole Agencies 

In many cases the wholesalers act in the centres where they are 
located as sole agents of the goods produced by the manufacturer and are 
thus encouraged to push them in case the agencies with this monopoly 
are given to them for a sufficiently lengthened period in order to enable 
them to recoup all the expenditure that they incurred for making the 
goods known in their market during early years. These sole gents 
must also be selected with care. They should have the necessary effi¬ 
cient organization and must have under their influence a large number 
of retailers at their centre of activity. This relieves the manufacturer 
also of certain amount of expenditure which he himself would otherwise 
have to incur in pushing, selling and creating goodwill for his goods. In 
assigning a territory for a sole agency, care should also be taken to see 
that too large a territory is not assigned: but each wholesaler is given 
monopoly within an area which he is in a position most efficiently to 
develop and control. Generally it is the experience that if a product 
is of such a character that it requires aggressive salesmanship and push¬ 
ing at different centres, the wholesale sole, agency system is not only 
desirable but also advantageous while looked at from various standpoints. 

There are no doubt arguments against exclusive agencies, viz. (i) 
that they frequently result in decline in sales due to reduced number 
of outlets, (2) that for exclusive agencies, the best dealers cannot be 
always secured, {3) that the dealer in exclusive territory may become 
indifferent. As against that, the question of finance, and the necessity 
of large organizations at different centres have to be weighed ; and it 
should not be forgotten that in many cases the local wholesalers com¬ 
mand a prestige of their own which in case of unknown goods of a 
new manufacturer may be of considerable value. The consumer at 
each centre is also benefited. These wholesale exclusive agents of neces¬ 
sity carry large stocks whereby the local retailer as well as the consumer 
can always secure the goods they require. The only care that should 
be taken in connection with the appointment of wholesale agencies in 
each territory is to see that the selection is made with care. Generally 
speaking, the wholesaler has been found to be indispensable in modem 
selling economy on almost every market. 
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WORKING OF THE SALES DEPARTMENT 
Selection dC Training of the Staff 

In the case of the Sales Department, care has to be taken to see 
that the department is left in charge of those who are experts in the 
line, and know how and where the goods dealt with by their firm can 
be sold to the best advantage. A number of salesmen are employed, 
even in the case of wholesale business, to go round and secure orders. 
The men should be imbued with enthusiasm in their work, and should 
know the articles they are attempting to push forward in ail their 
details, including both their strong and weak points, in comparison to 
those of competing business-houses. The practice of large English and 
American firms of modern tiihes is to provide for a specialised training 
of salesmen and in this connection what they generally do is to take up 
smart men of good manners and fairly good education to be trained 
up specially for the work of salesmanship. As far as possible they are 
taught by demonstration and lectures as to the processes of manufac¬ 
ture, or production, of the articles concerned with a view to give them a 
general idea as to these. The principles of salesmanship are then 
imparted according to the writing and teaching of recognised experts 
on the subject, and they are next given in charge of experienced sales¬ 
men to learn practical work. After their theoretical education in Colleges 
of Commerce, these young men have to be made to work under senior 
travellers to get their practical experience in the art of selling as is 
necessary in case of all professions. Thus they get in touch with all 
the dealers and buyers in the line, and knowing as they do, the strong 
as well as weak points of the goods that are ofered for sale, as compared 
to the advantages offered and drawbacks of those sold by competing 
suppliers, they are in the best position to argue out and convince their 
buyers, if necessary, as to the merits of the goods they offer. As far as 
possible the salesmen ought to be encouraged to lay suggestions as to 
improvements or alterations in the quality, get-up, and specification of 
the articles, with a view to suiting the changing requirements of the 
market, of which sugges^ons the manager of the purchase department 
should take careful note. In the case of an entirely new business, a 
prolonged selling and advertising campaign has to be maintained, for 
which sufficient capital should be provided at the time of assessing the 
actual financial requirements of the contemplated undertaking. The 
technicalities of an advertising campaign ought to be thoroughly mastered 
by the capable head of the sales department who should select and 
engage specialists to assist him in carrymg on this campaign either as 
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full-time employees or ort tlie basis of professional fees. Once a capable 
head is selected for the Su.ies deparcment, the proprietor or director 
should give him a fair chance to display his talents and interfere as 
little as possible. In case of the wholesale dealers both in commodities 
such as tea, sugar, etc., which are articles of everyday want, and also in 
the case of manufactured goods, nothing pays better than selling the 
same through the agency of salesmen travelling from place to place and 
establishing a direct connection with the retailers all over the country. 
This branch of work of the sales department is woefully neglected in 
this couritiy, and sales of these particular articles are left simply to 
chance, or to the slow process of recommendations by business friends 
There is an unexplored field, full of potentialities in this direction, which 
can be used by well organized firms of wholesale dealers tiirough the 
help of enthusiastic salesmen, who are rewarded according to their work¬ 
ing results. This is fully recognized by European and American firms 
who take the full advantage of their opportunities. An average Indian 
merchant hardly realises to what extent his sales can be multiplied by 
paying more attention to this branch of organization. A good salesman 
is said to sell not only what the customer thinks he wants, but like the 
advertiser he creates wants where they did not exist, and thus multiplies 
the demand for the articles sold by his firm. If these articles are really 
good, this demand is likely to be constant, and if the goods sold by a 
particular firm are designated by a brand or mark, such a brand will 
soon e.stablish a lasting reputation., The heads of the Inchan cotton, 
wool and silk mills do not yet seem fully to realise this, if they were 
to advertise their goods properly, open up shops for the sale and exhi¬ 
bition of their manufactures and tiy to push them with greater vigour 
through travelling salesmen tlian they seem to be doing at present, their 
saie^. cau be multiplied in these days of Swadeshi sentiment, provided of 
course their manufactures are worthy of public patronage. 

How to AUot Territorks or Markets 

•Returning to the salesmen, the head of the sales department should 
assign to them a particular district or market for the exercise of the 
individual activities of each. The most suitable men ought to be 
selected for this work and the division should rest on the basis of ability 
as compared with the requirements of a particular district or market 
concerned. 

The salesmen are allotted their teiritories according to their ability 
for securing orders and according to the nature of the customers which 
the teniiory CA^vers. Generally more than one salesman is assigned 
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territory ; preferably a senior and a junior so that during the absence 
of the senior on leave or illness the junior could fill up his place and look 
after the sales without any interruption or break. The transfer of salesmen 
from one territoiy to another is generally undesirable because it has been 
found that a new salesman taking over a new territory is almost always 
certain to lose a certain portion of the orders and even lose future 
customers. 

WHOLESALE SELLING, SUPERVISION AND CONTROL 
Prospects ’’ and Dead Accounts 

Most of the wholesale business houses largely depend upon the 
orders secured by travelling salesmen who not only obtain continuous 
orders from the firm's standing customers, but also make a continuous 
attempt to convert prospective customers, technically called 
prospects", into regular customers. The work of securing these 
prospects' orders, as well as that of reviving what are called " dead 
accounts " is most trying and is generally entrusted to experienced and 
successful salesmen on the firm's staff. The " dead accounts are those 
customers who have stopped giving orders. The best course in con¬ 
nection with this class of customers is to send a salesman other than 
the one to whom the territory is assigned, preferably at a time when he 
is absent on leave or otherwise, so tliat if there has been any dispute 
between the salesman and the customer concerned the new salesman 
could easily settle same and manage to get the said account reopened. 
Some travelling ^lesmen, through their honesty of dealings with the 
retailer, and through their tact and personality, win over confidence of 
an average retailer with the result that the retailer looks upon them as 
his guides and advisers in connection not only with purchasing of goods, 
but also with regard to other points such as modes of display, the likely 
future demand for the goods, the possibility of alteration in pattern, 
design or fashion, the selling points which they should use in case of 
consumers and as regards the quantity of stock that they should main¬ 
tain for a given period. 

This army of salesmen is continuously supervised by the sales 
managers of the district or the head office, who have special^ records 
prepared from time to time in statistical order of each salesman under 
them, and receive regular reports from these travellers as to the dealers 
they have visited, tlie places they have travelled and the results obtained. 
The sales manager's sales office also assists the salesmen to secure inter- 

e 
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views with new customers through letters of introduction addressed to 
"prospects" from the central office. They also simplify the work 
of selling by continuously sending the customers on the list, as well as 
the “prospects'*, sales hterature prepared from time to time in con¬ 
nection with new styles^ illustrating the advantages as well as prices 
and emphasising various selling points in connection ^with same. Thus 
the dealer, who is always anxious to discover avenues for greater profits, 
is induced after reading this literature to receive the salesmen and dis¬ 
cuss business with them. 


Sale Bulletins 

The sales manager’s office issues from time to time instructions to 
salesmen caUed “sale bulletins” which are prepared by the sales 
manager or other equally superior officer, continuously giving the 
salesmen ideas as to how they should proceed in connection with 
securing of orders, how arguments of competing firms ought to be 
answered, what new goods, if any, are proposed to be offered on the 
markets, their selling points and advantages, etc The general ques¬ 
tions of policies of the firm and alterations, if any, form also the 
subject-matter of the bulletins. 

Travellers’ Allowance and Remunerations 

The travellers who are frequently called by the dignified name of 
“ representatives are generally paid well. They are generally paid 
a fixed salary which rises gradually, plus commission on sale and travel¬ 
ing allowances. On satisfactory record the salaries are altered and 
raised at fixed intervals as circumstances may permit.^ These remunera¬ 
tions are generally based on a liberal scale in view of the fact that the 
travellers have to dress well as well as live well. Simple payment of 
salary is not desirable in view of the fact that the incentive to work 
hard and multiply sales is wanting . neither is it desirable that the 
salesmen should be remunerated on commission on sales only, because 
in times of depression when the sales fall off, the salesmen's remunera¬ 
tion may considerably decrease with the result that he may be tempted 
to leave service particularly at a time when the house employing him 
needs him most. 

Once a salesman has proved satisfactory he should be given an 
agreement of service for a number of years according to his utility. 
Frequent changes in the staff of proved»salesman is most undesirable 
as it generally results in a setback or disorganization of sales in the 
territory covered which the new salesman takes some time to get over. 
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InQuence of Branded Goods on the Selling Market 

We have already seen how sales literature helps a traveller in 
securing orders. The same is the case ii a continuous advertising cam¬ 
paign is maintained on economic lines in consonance with the exigencies 
of the business. The details as to this branch of activity of a Sales 
Department are dealt with in a separate chapter. 

The Selling Power of a Brand 

With regard to branded goods it is most remarkable how brands 
have become a special feature of the selling market of the modem 
world. Commodities such as tea and coffee, even mustard, have now 
secured the status of being classed among branded goods. In fact the 
brands otherwise known as proprietary articles '' are now the back¬ 
bone ol great selling corporations as well as that of manufacturers. In 
connection with brand, either trading names may be used or distinctive 
words may be coined and applied. Thus we have words such as 
Bovril ", "Vim", " Hovis ", " 0 X 0 ", " Phosphorine ", etc., 
which have been specially invented by tlie manufacturers for their 
particular goods. The points to be noted in connection with the selec¬ 
tion of these trade marks are that (i) they should be simple and easy 
to pronounce, if in form of names, (2) that they should be distinctive 
and easy to remember, (3) they should be easy to speD, (4) the design 
to be selected should be simple, (5) it should be one which should be 
employed permanently, (6) it should be one which should suggest the 
good quality of the merchandise, (7) it should be attractive 
and sound in appearance, and (8) it should be registrable and protec- 
tible. 

Remarkable Popularity of Scientific Packaging 

It is now the universal practice, even in case of bulk merchandise, 
to package same in one form or other. Packaging has man/ advant¬ 
ages. the most important being:—(i) it facilitates the physical distri¬ 
bution, (2) it facilitates their selling, {3) it leads to cleanliness and 
greater convenience in handling these goods, (4) much time is saved 
in wrapp ng and weighing which would be otherwise lost, (5) if certain 
goods are of a deteriorating nature, if they are put into proper con¬ 
tainers they do not get stale or spoiled, and (6) the neat and attractive 
packages help the sale of the contents. 

Almost everything is packaged today, viz. cereals, crackers, cofiee, 
tea, cooking fads, dry fruits, candy, tobacco, cosmetics, drugs, break¬ 
fast food and even breakfast. The package itself is given a personality 
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in design and get-up by many wholesalers and manufacturers, and the 
shaping and size of the package is largely determined by the type of 
the product itself. A novel and distinct shape for packages or con¬ 
tainers is frequently adopted for the purpose of attracting attention and 
creating an impression on the memory. Many wholesalers and manu¬ 
facturers get an additional selling point by using containers for their 
goods which could be used thereafter by the purchaser for other pur¬ 
poses. In the case of novelty articles, novelty packages are mostly 
used. These novelty packages make a special selling appeal to children 
and thus one finds on the market pencil boxes of fancy types, fantastic 
containers for children's sweets or toys, trick boxes, etc. 

A GLIMPSE INTO SELLING POLICIES 
Their Formulation and Application 

In connection with selling, the success or failure will largely depend 
upon the policies followed by the concern. Policies in cormection witli 
sales are a definite course of action predetermined after careful calcula¬ 
tions ; and if seriously tliought out and efficiently operated, they lead to 
profitable results. In these competitive days carefully thought out 
selhng policies lead to outstanding success. Every business concern has 
to fix a policy in connection with sales, purchases, marketing, service, 
prices, distribution and granting of dredit to customers of different class 
and denominations. A policy is defined as “ a selected line of action to be 
taken by a business organization consistently over a considerable period, 
sometimes running into a year, two years or several years '' The policies 
are naturally decided upon not only after careful thought but also after 
experience of the markets concerned as well as the customers and have 
to be from time to time as new circumstances arise, altered to fit in with 
the situation. Market research is one of the methods by which policies 
are tested and revised when necessary. 

Major 8C Minor Policies 

The policies of production and selling are known as “ major 
policies ", whereas the policies of giving credit, advertising, packaging, 
etc., are known as " minor policies " There is a difference of opinion as 
to whether the thinking out and laying of policies should be settled by 
the chief executive alone or by a committee of experts. Those in 
favour of a committee formulating the policy urge that a committee 
has the advantage of bringing in different angles of vision which a single 
individual cannot possibly possess, whereas on the part of those who 
advocate a single executive formulating a policy, it is emphasised that if 
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that single executive is competent enough, he produces the best results r 
and thar the committee decisions are not quick enough and most 
dilatoiy, whereas a single'lexeenth^e ofiScer can arrive at quick decisions 
and carry thein>r)ut without losing valuable time or money. Whoever 
is assigned the work of'inking out policies must be restricted to that 
mrk, and should not be allowed to discuss details of opeiatfon as to 
bow the policies are to be carried out 

Problems of Distribution and Transport 

The problem of distribution plays a very important part in connection 
with selling, just as a proper and well thought-out policy helps to increase 
sales. An article may be produced or manufactured to perfection, and 
may carry an attractive price ; but if its distribution and transport is 
not scientifically organised, its sales are sure to be retarded. In this 
connection the cost of distribution plays a very important part which 
must be economically handled. Brokers, sale agents, consignments, 
auctions, salesmen, etc., are the usual channels through which sales and 
(fistiibutions are effected ; and in some cases a manufacturer or even a 
wholesale company may incorporate a separate Joint-stock company to 
look after the distribution side of its business. Delivery of goods are 
made by various methods in accordance with the transport facilities 
prevailing between the selling organization and the buyer. In modem 
tiroes road transport through motor wagons has come into great promi¬ 
nence. This transport is quicker, and in many cases even cheaper, than 
rail transport. It has been found that a bakery may cover for distri¬ 
bution purposes a territory extending from 50 to 100 miles from its central 
location through motor transport for the purpose of delivery to regular 
customers. Motor trucks are also used for delivery from the central 
depot to various chain shops of a large chain organization. In many 
cases salesmen, who ane^generally given cars to enable them to cover 
their territories, carry small packages meant for dealers in these cars. 
The possibility of transport and distribution of merchandise is not far 
distant, the war having taught us of so many useful improvements. 
In some centres cluster of wholesale companies combine and form a 
separate company for the purpose of what is called co-operative distri¬ 
bution, to their retailers. These selling companies provide capital 
through their purchase of shares in these transport companies which are 
managed by a separate organization of its own. 

Simplification as a Sefling Problem 

The object of simplification and the essence of it happens to be 
that the policy of business management diould be such as would enable 
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the conduct of all activities of the selling department to be performed in 
the least elaborate manner consistent wit^ a given purpose. In short, the 
object should be to obtain the maximum results with minimum efforts. 
Frequently simplification and standardization are used as terms which 
are synon3mious, though there are some who hold that standardization 
connotes a quality or a standard of product or method, whereas simpli¬ 
fication is said to apply to the design of the product. Simplification 
and standardization are frequently used in connection with manufac¬ 
turing ; but the selling department also uses these two 
terms in connection with ijts marketing policy. It has generally 
succeeded in connection both with manufacture and marketing. Instead 
of producing a large number of varieties the production is limited to 
certain most suitable articles with the result that the simplification has 
resulted in (i) lowering of production cost as the manufacturer has to 
concentrate on production of fewer articles in larger quantities on labour- 
sa\ang machines, (2) it has resulted in lowering also the selling cost 
because having fewer articles to sell, less capital is necessary, salesmen 
have to make a smaller n,umber of calls, there is less risk in goods 
getting obsolete as well as in connection with price decline and deterio¬ 
ration, (3) it saves costs in connection with sales literature, (4) it has 
also resulted in improved quality through concentration on its manu¬ 
facture, and (5) in improved service and reduced prices. 

Efficient After-Sales Service Increases Sales 

In connection with articles such as motor-cars, machinery, radios, 
duplicators, t3q)ewriters, etc., the transaction is not complete after the 
sale is effected, because if there is no quick, efficient and cheap after¬ 
sale service available to the buyer by way of quick efficient cheap repair, 
that would retard sales. Many" motor agencies, for example, in 
Bombay, do not seem to realise the value of efficient and cheap after¬ 
sale service because every time the motor-car is sent to them for repair, 
a large bill is prepared and frequently these sole agents are in a position 
of dictating their own terms because spare parts are exclusively retailed 
by them. They unfortunately fail to realise that this course forces the 
customer to sell off liis car, and in many cases he prefers to deal in 
future with a firm where an equally good car can be purchased with a 
cheap and efficient after-sale service., This applies to almost every 
article which requires repairs and attention after it is sold. Many manu¬ 
facturers make it a point to see that their own branch offices, as well as 
their agents, are capable of maintaining efficient and cheap service ; and 
accessories are sold by them at almost cost price with a small mar^n 
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enough to cover the cost of distribution. It fe common knowledge in 
the machinery trade that spare parts are actually sold at a loss by the 
manufacturers who are content with the maigin of profit made on the 
sale of the machine itself. It is now usual in case of typewriters, dupli¬ 
cators, etc. to give one year's service free of all charge ; and a man is 
regularly sent round for cleaning and keeping the machine in order with 
or without the payment of a small monthly cliarge. Thus the principle 
to be remembered is that high service charges materially reduce sales. 

Infiuence of Price Policies on Sales 

The next important problem is the fixation of price. The first 
consideration should be the price level in the market for the class of 
gouds concerned. No doubt the cost of production, expenses plus over¬ 
head charges and margin of profit will be the first items in calculation, 
but if that price is higher than that charged by competitors for the same 
quality and class of goods, the seller would naturally be at a disadvan¬ 
tage. In case of reduction of prices with a view to increase sales, the 
factor to be considered is as to whether the competitors would follow 
the example: because if they do, the reduction would not increase the 
sale. In case of raising the price, also, the same factors will have td 
be taken into calculation: and thus the policy should be, as far as 
possible, not to indulge in drastic reduction or increase in prices. There 
are, however, circumstances where the sales manager may find that 
through a lower price and increase in sales he might be benefited on 
the total* profits ; where of course such price reduction may be seriously 
put into force. 

Price cutting is generally speaking the most disadvantageous method 
of dealing and dealers all over the world have tried to combine in each 
locality or centre, and by mutual agreement maintain prices at a certain^ 
level. Many dealers and manufacturers through making their, brands 
famous through advertisement have maintained the price of their pro¬ 
ducts above the level of cut-throat competition. Dealers frequently 
arrange to maintain fixed prices to give extra service such as quick 
delivery, longer credit, personal efficiency, more liberal guarantejes for 
repairs, etc., and cheap after-sale service, and by these methods main-* 
tain a competition which is not objectionable from the selling stand¬ 
point. There are other similar methods used by dealers, viz. that of 
supplying prize-coupons, or coupons with a certain quantity purchased' 
which coupons, when a certain number are collected, may be exchanged 
for goods of a certain vajuflu 
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Dealer Helps 

The modem wholesaler and manufacturer helps the retailer in 
various ways with a view to sell his product. This help is made up 
of supplying the dealers with show cards to be placed on the counters 
or at the windows. Price tickets specially prepared with the name of 
the manufacturer or wholesaler or his brand are also furnished, and 
frequently window dressing is done for dealers by specialists in the 
service of the wholesale agent or th^ manufacturers. Printed literature 
about the goods with selling points are specially prepared, which the 
dealers are requested to study and use in connection with their sales 
and sales talks. Salesmen are also given instructions to help the dealers' 
to Jpam selling methods as well as sales talks in connection with goods 
they are selling. The other method by. which they kre helped is by 
the insertion of the name of the local dealer in advertisements in local 
newspapers indicating that the manufacturers' or wholesalers' proprie¬ 
tary goods could be had at the named shops. Sales literature contain¬ 
ing names of these retailers is also forwarded to the residents of the 
locality where they are located which names and addresses are generally 
collected through the said dealer. 

Credit Policies in Selling 

In connection with selling, the other question of policy vdiich is to 
be decided on is the granting of credit. Any carelessness in this regard 
might lead to over-trading and extravagance on part of the retailer with 
the result that he ultimately fails ; involving the wholesaler and the 
manufacturer in a loss. However, a well thought-out and moderate 
credit policy is highly important in influencing sales. Generally speak¬ 
ing. in each line of business the length of credit is mord or less standard¬ 
ized. whereas in others cash terms are general. Where the goods are 
such that the dealers must sell them within a short period, credit allowed 
is naturally of a short duration, whereas in other cases it may be length¬ 
ened in consonance with the financial position of the dealer himself. 
Generally speaking when the margin of profit is large, a longer credit is 
allowed as the seller can here afford to take risks, but in case of small 
profits quick returns, short credits are the rule. Traders who are found 
to unduly delay payments on one excuse or otlier have to be carefully 
watched and if found necessaiy credit may be stopped. In this connec¬ 
tion, i.e. when credit is given, cash discounts allowed are usually liberal, 
because in trades where credits are normal there is always a loading of 
the niargin of profit to make up for loss of interest and through bad 
debts. This cash discount naturally depends on the custom of trade 
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and the position of the selling firm. To put it bnefly the policy as to 
credit aiwi cash discounts will largely be decided on the basis of (i) the 
practice of trade, (2) reliability of dealers, and (3) the capital which the 
selling firm itself can command. The other point to be remembered is 
that in cases where credits are given, an efficient collection depart¬ 
ment should be maintained with a view to keep down the percentage 
of bad debts as far as possible. 

Sales on Consignments 

Besides the usual and ordinary sales against orders actually 
received, either direct or through travellers and agents, sales are also 
effected through the medium of consignments sent on account of the 
sdler. This is done either with a view to introduce a particular brand 
or quality in a new market, or to get rid of the extra stock for which 
there doe^ not seem to be a sufficiently encouraging local demand. The 
consignor imkes out what is called a pro forma invesoe for the goods 
forwaided. indicating the price he expects, and adds to the same the 
usual packing and other expenses incurred on these goods. Frequently, 
by a previous arrangement with the consignee, the consignor Is able to 
draw a bill for a portion of the invoice amount by way of advance. The 
consignee on sale makes out a sat!e account, showing the amount actually 
isjalised, and deducts from the same his expenses and commission. The 
balance after deducting the advance payment that may have been 
made, is remitted by him in accordance with arrangement. In this 
case the venture is entirely on account and at the risk of the owner of 
tfie goods, the consignee here acting only as an agent for sale. In 
case any loss is occasioned through failure of the buyer, that loss also falls 
on the consignor, unless an extra commission over and above the tonal 
petcentage is allowed, known as the del credere commission. 

Many manufacturers, unknown in foreign markets, have resorted 
to thb method of introducing, or ''forcing'*, their goods on new 
. marked and frequently shipments have been sent to firms of auctioneexB 
i|i foreign countries with instructions to seD at the best price offered. 
Even though these ventures result in losses, the loss is written off as an 
item of advertisement. If the quaKty of the goods is good in comparison 
to those of other known makes, this results in a demand which is 
nursed and converted into permajpent business. 

It may be added here that the merchants or agents who act as 
consignees are commonly known as " factors " Factors are mercan¬ 
tile agents who are entrusted with the goods they are asked to sell, and 
when they sell them they are authorised to receive cash and grant 
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receipts in their own name. As frequently these factors are themselves 
dealers in the commodities consigned to them, the buyer seldom knows 
whether the goods sold to him by such a factor are his own or those 
received by him on consignment. 

Brokers ,—Brokers are engaged in wholesale businesses to effect 
sales. Each broker commands a sphere of influence of his own and 
his services are valuable in pushing the sales. The broker is in the first 
instance, the agent for the seller, and when he finds a buyer, he also 
acquires the status of being the buyer's agent. After effecting the sale, 
the broker makes out what are known as the “ Bought" and “ Sold 
Notes, which are to be identically worded and signed by the broker. 
The “ Bought " Note is then forwarded to the buyer and the “ Sold " 
Note to the seller, which form binding contracts on both the contracting 
parties. These bought and sold notes bear the broker's signature. In' 
law as he acts for the buyer and the seller he signs as the agent for both. 
Thus on the bought note he signs as the seller's agent and vice versa. 
These bought and sold notes are thus sufficient memoranda in writing as 
required by the English Sale of Goods Act in case of all contracts for sale 
of goods for £io or over signed by the parties to be charged, unless there 
is part payment of the price or part delivery of the goods. 

Sales Department: Account-Keeping 

As to the record and account-keeping in the sales department 
a system similar to that of the purchase department is followed. Sales are 
made by the firm either for cash, or as is most generally the case, on 
contracts. Whenever an order is received which is based on a contract, 
the departmental manager concerned has first of all to note as to what 
contract it refers. He then attaches his private " Memo " to the order, 
indicating the price which is to be charged and whether credit is to be 
allowed. He has also to state if any deductions by way of discount, 
etc. are to be allowed. The order is then passed round to the depart¬ 
ment to which it refers, and as soon as the goods are ready for despatch,' 
or are despatched, the invoice is made and initialled by a responsible 
clerk and is then checked and initialled by another clerk. 
The invoice is then press copied in a special book kept for the purpose 
or carbon copied, and sent out in accordance With instructions on the 
" Memo " that was attached by the general manager to the original order. 
It is thereafter entered in the " Sales Journal" which is ruled on the 
same lines as the '* Purchase Journal ". A one line entry is here made 
with regard to the sale in exactly the same manner as in the case of the 
Purchase Journal. The only difference being in the method of posting 
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in the Ledger where the firm coacerned is debited separately tor the 
total amount of sales in the amount “ column and at the end ol every 
montli the various columns for the different departments are to ailed up. 
and the departments concerned are credited with these totals 


CHAPTER V 

RETAIL SELLING AND OFFICE ORGANIZATION 

The Position of Independent Retailer 

The bulk of retail selling is done, even in these days, by inde- 
pendent small and large retail private shopkeepers, in spite of the 
fact that the department stores and shops of multiple chain, or^aniza- 
tion have been working for many years. We shall first deal with the 
case of the independent retailer. The independent retailers belong 
to various denominations, such as grocers, bakers, green-grocers,, fish¬ 
mongers, etc. ; and those who deal in miscellaneous articles in uni¬ 
versal demand such cloth shopkeepers, booksellers, small stores stock¬ 
ing articles, such as sticks, umbrellas, boots, shoes, hats, gioves, toys, 
etc. These private shopkeepers play an important part on the retail 
market, inasmuch as they are located in e\"ery residential and other 
quartets, and through their display and salesmanship create a demand, 
which demand is answered by selling in small and large quantities as 
desired by the customers (which is not exactly the quantity in which 
the producers or manufacturers are prepared to supply). They even 
grant credit to their customers and receive the amount by instal¬ 
ments. These small retail shopkeepers are popular, and carry on a 
good trade in spite of large organizations, such as department stores, 
competing against them, for the simple reason that they are in a 
position to give personal and detailed attention to wants of their cus¬ 
tomers, and in many cases are personally acquainted with the 
customers of the locality. These retail shops have to meet intense 
competition in proprietary and branded articles belonging to producers 
and manufacturers. Many of these small retailers make their business 
distinctive as specialists by dealing im one special set of articles. They 
are thus able to give expert advice and offer the best article at a 
moderate price. There are some retail shops whkh make a speciality 
of limitation of price range, i.e. in these shops all articles sold are 
priced at not more than, say^ Ra, 5 . The idea here is to sacrifice 
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business in goods outside these prices but to try to make up for that 
loss by selling a large quantity of articles within their own price limit. 
The small shopkeeper of course has a hmited capital, and though 
granting of long credit is not easy for him, he takes care to deal on 
credit with approved customers. When such credits are given, the 
dealer naturally expects his suppliers in their turn to give him credit 
also. The weakness of the small shopkeeper happens to be that most 
of his business depends bn the tenure of the premises he occupies, 
inasmuch as, if the shop rents are increased suddenly, or he is asked 
to go, he stands to lose his whole goodwill in case where he cannot 
lease another shop within easy distance of the bid location. Usually 
these retailers, with small capital, try to sell goods which have a ready 
market and seldom endeavour to introduce or pash new lines. The 
retail shopkeeper frequently deals in perishable goods, and that is 
one other reason why he is anxious to see that his turnover is rapid, 
so that he tmy not suffer a loss through the slock getting stale. 

Retail ** Stores on Large Lines 

The retail ''stores’^' business has made rapid strides during the 
past few years in all the pxindpal towns of Europe and America. In 
India, also, we find efforts made in that direclion ; but in absence of 
a thorough grasp of the principles underlying this line of business, 
we have not made, as yet, any appreciable progress in this direction. 
We have, of course, a few stores run by European traders of the 
t3q)e of Messrs. Laidlaw, or the Army and Navy Stores; and indige¬ 
nous enterprise has also brought into existence the now famous Swa¬ 
deshi Stores; but all these efforts seem to be insignificant compared 
to the gigantic scale on which similar business is done on the other 
side of the water. A large country lil^e India, with its teeming 
millions, and it^ ever-increasing demand for various articles of the 
class generally dealt with in this line, affords an excellent opportunity 
for the development of stores enteiprise under expert supervision and 
oiganization. 

These stor^ may be organized and worked eithe|: on the principfe 
of (i) department store, or {2) multiple or chain shops. 

WORKING OF DEPARTMENT STORES 

In case of department stores, the idea is to divide a huge shop, 
located at some prominent place, into so many smafler shops within 
its fold, each worked under a special manager and a com|dete equip¬ 
ment of salesmen. Efforts are then made throng advertisements and 
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other methods of practical pubhcity, to draw customers to the shop 
from all over the town, who are served by each of these deparUnents. 
Usually the location selected for a large store is the one which is 
most frequented, or where a large number of people congregate during 
the best part of the day. It is said by many writers, that a building 
located on a corner of the street, facing two or three roads, should 
be preferred to one situated in the middle of the road. A situation 
in a business locality is no doubt preferable, whereas a store in the 
heart of a locality where well-to-do people reside, is also likely to do 
a roaring business provided appropriate articles of suitable variety and 
quahty are offered. Again, a location near a central market place 
crowded daily by shoppers is also one suitable to a store. The care¬ 
fully selected location reduces the effort which would otherwise have 
to be made in order to draw customers. The place frequented by 
large number of purchasers is no doubt very advantageous, provided 
the rent which the proprietor has to pay does not deprive him of all 
the profits of the advantage of location. Again, as far as possible, 
situations should not be selected where competition is keen. Fre¬ 
quently. in a growing city the wants for stores fluctuate with the size 
of the town ; and a scientific business man naturally watches his oppor¬ 
tunities to open a store in a newly developed area, thus trying to get 
the first pick of the likely customers in that location. The chief 
manager in these stores is no doubt the central figure who organizes 
and directs, but it is always best to make the manager of each depart¬ 
ment responsible for the working results of his department. In some 
cases, the actual profit and loss account of each department is made 
out separately, to which the direct expenses of tlie department con¬ 
cerned are debited. A proportionate charge is also allotted to each 
depaitment out of the general expenses of the whole establishment. 
The prices of articles of each department are fixed by the depart¬ 
mental manager in consultation with the general manager, and here 
a fixed percentage is added to the cost of articles in accordance with 
the scale suggested from time to time by the general manager, in 
consultation with the board of directors. Thus, each departmental 
manager is made responsible for working results of his department, 
which is expected to be progressive. His promotion, as well as that 
of his staff, is made largely dependent on the results obtained. 

The one great service the department stores renders is through 
maintenance of a fleet of motor wagons which go round and deliver 
free of charge parcels of articles purchased within a certain area of 
its location. This appeals to the easy-going temperament of the 
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people of a particular class who like to make all their purchases wader 
one roof and that too at ease. Thus lifts, moving floors and stair¬ 
cases are provided for customers to save them the exhaustion of 
walking and climbing staircases. Those who visited stores in Paris, 
London, New York, etc., would talk of the enormous crowds with 
which they are usually filled during business hours. Large depart¬ 
ment stores of Europe and America contain not only all articles which 
are generally sold at a retail market but, in addition, they maintam 
their own restaurants where their customers can refresh themselves 
with tea and luncheon while they are shopping. There are also pro¬ 
vided other conveniences such as hair-dressing saloons both for men 
and women, writing rooms for customers and facility for posting letters 
on the premises. Purchases can also be made on the telephone, and 
deliveries are obtainable immediately. The department stores also 
extensively advertise, and thus largely influence the mind of the cus¬ 
tomers. They also do an exclusive mail order business with which 
we shall deal later. 

Their Control, Management and Finance 

The department stores, generally, are large joint-stock companies, 
functioning under a board of directors, general as well as depart¬ 
mental managers as we have seen. The capital is thus obtained from 
shareholders by issue of shares, and the purchases are made through 
the assistance of purchase departments, which are under the control 
of expert buyers. The department managers are responsible for the 
working results of their department ; and for the purpose of the orga¬ 
nization, each department is treated as an independent unit or a 
separate shop, and is thus debited for expenses incurred on its pur¬ 
chases, salaries and certain proportion of overhead administrative 
expenses. 


The Stajf Manager 

As the department store engages a large staff, a special officer, 
known as the staff manager, is employed, whose work is to recruit 
the staff as well as to train and supervise them. This special work 
oi recruiting and training is handed over to this staff manager, so 
that the departmental managers may be left free to concentrate their 
attention on selling, as far as their department is concerned. In con¬ 
nection with transfer of staff from one section to other during busy 
season and the engagement of temporary assistants, the staff managers 
are very useful. 
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The Advantages and Drawbacks of Department Stores 

Advantages claimed on behalf of department stores are, that they 
are in a first class position to select goods for the retail market, and 
to offer same to the public at popular prices ; that the large variety 
of goods which they sell is a great convemence to a class of customers 
who wish to purchase all they want as far as possible under one roof, 
and the quick deliveries right up to their houses add to their com¬ 
forts ; that as the store is made up of a number of departments, when 
a customer comes to buy in one department, he is frequently attracted 
by articles offered in another, and thus one department is actively 
advertising the other. 

The disadvantages are that the multiple shops sell to the people 
near their houses whereas the department store tries to attract them 
from a long distance towards its location, and a heavy sum has to be 
locked up in one central position. If that location or central position 
falls off, the store stands to suffer. The other disadvantage, as pointed 
out by many writers, is that in order to keep up a continuous demand 
the department stores have to lay out large amounts of money in 
advertising and staging what are called “sensational sales The 
free service arrangement also is a burden on them. 

The original idea in connection with department stores was first 
conceived in France, and large stores such as the “ Bon Marche “ and 
the “ Louvre “ came into existence. In England they were intro¬ 
duced between the forties and sixties of the nineteenth century. They 
were introduced with a view to meeting the threatened competition of 
co-operative stores which were at that time a craze in Europe. In 
London the most prominent and successful department stores are 
Harrods, Selfridges, Whiteleys and Carnages. In the early days it 
was thought that these large stores would wipe out small retail shop¬ 
keepers. but experience shows that they have not made any real 
difference to small retailers. There are. however, certain types of cus¬ 
tomers who take a delight in buying and bargaining and prefer to go 
about in search of articles they want. This class of customers prefer 
small shopkeepers who make a speciality for sale of various articles, 
and who naturally get to know their customers by sight as well as 
by names in some cases. 

The Ofiice Record 

The actual system of record employed is worked more or less on 
the following lines: — 
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Suppose that the department store with which we are concerned 
is divided into twenty departments, in each of which are grouped 
articles that admit of a uniform percentage of gross profit being added 
to the cost and to each of which is allowed a fixed location within 
the shop. Wo may group qach of these departments under the desig¬ 
nations of Boots anc? Shoes Department, Grocery Department, Cut¬ 
lery Department, Hats Department, Silk Department, etc., with a 
complete equipment of salesmen and a manager at the head. Each 
salesman is known by a distinctive number allotted to him and each 
is supplied with a Cash Memo " book bearing his number on the 
cover, as weU as on each of the memoes. The^ ‘‘ memoesare con¬ 
secutively numbered with duplicates for carbon copies and bound 
together with small marginal counterfoils. The salesmen of each 
department are instructed to serve customers only with regard to the 
articles allowed to their respective departments and to guide them to 
the proper department in case any item foreign to their department 
is wanted. When a customer is served, tfie cash sale is entered on 
one of the memoes and a carbon copy is taken and the amount is 
recorded in the counterfoil- The customer is then asked if he w'ants 
to cany the articles himself. If so, they are tied in special wrappers 
supplied to them bearing the firm's name. These wrappers are issued 
alternately in different colours so that when bundles are taken out the 
footman at the gate may notice them, lest a shop-lifter should carry 
away stolen articles under the excuse of having bought the same. Some 
stores use coloured ribbons for this purpose If the customer wishes the 
articles to be sent home, his name and address are taken down on a 
label, which label is attached to the packet and the packet laid siside 
in a proper heap arranged according to his address in the town for conve¬ 
nience of cartmen employed by the stores. The next step is to lead the 
customer to the cash desk at which the salesman is instructed to get all 
his sales paid. It may be noted here that the cash desks are located 
at convenient places with an assistant cashier in charge, at each of wliich 
a particular set of sale,smen are instructed to pay their takings. These 
assistant cashiers are constantly shifted from one desk to another in 
order to avoid thefr gettuig too familiar with the salesmen. When a 
customer is introduced by the salesman to the proper desk, the lattdr 
hands over the two memoes, the original and tlie carbon duplicate, to 
the cashier, who, on receipt of cash direct from the customer, signs and 
returns the original to the customer, retaining the carbon duplicate for 
his record The cashier at his leisure fills up a form given to him for 
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the purpose. These forms,are bound in a book called the "'Desk 
Summary Book " and are ruled as under: — 



It will be noticed from the above form that it is made up of the 
amount .columns bearing numbers 2, 5, 7, 10, 13, 15, 18. These 
numbers indicate the numbers of the salesmen instructed to pay at this 
particular desk. This Desk Summary Book " is filled in and totalled 
daily at the close of the day, totals indicating the total sales effected by 
each salesman on that day, which-are checked with the returns furnished 
by each individual salesman on his form of sales which are written up by 
him from his record on the margin of his cash memo book. The “ Desk 
Summary Books " as well as the salesmen’s sale forms, are sent up 
to the counting-house department which is located in a remote wing of 
the premises out of pubhc gaze, generally on the top floor if not in a 
separate building. The books and forms written up for Monday, are 
forwarded to the counting-house on close of each day, and in return 
those of the previous working day, viz. Saturday, are returned for record 
of Sales on Tuesday following. In other words two sets are used alter¬ 
nately. The counting-house checks the record of the previous day and 
the head caishier passes appropriate entry in the Cash Book, crediting 
the department concerned and debiting the cash account. From each 
salesman's record, after it is duly checked with the “ Desk Summary 
Book " concerned, his commission on sales is credited to his account. 
This form of record not only affords a check on the salesman's sales 
and each assistant cashier's daily takings but it also serves as an indi¬ 
cator to each l^ead of the sales department as to the individual capacity 
and activity of each salesman, who is congratulated on, or called for 
an explanation in accordance with the progress or retrogression of sales 
put through by him weekly. The department stores generally deal in 
cash, but there are instances where in case of some stores, short credits 
are allowed to selected customers. For this purpose a list of approved 
credit customers is maintained and written up from time to time, which, 
7 
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when a salesman is asked to serve on credit, be refers in case of doubt 
and after effecting the sale, he uses a distinct book furnished to him, 
called the Credit Memo Book, which is numbered, duplicated and 
marked on almost the same lines as the cash memo book just noticed. 
The original credit memo is handed to the customer, the carbon duplicate 
with the signature of the customer being retained by the salesman. 
These credit memo books are forwarded to the counting-house depart¬ 
ment daily, with a separate record of credit sales by each salesman, two 
sets being used alternately on the same lines as in the case of cash sales. 
In the counting-house, the ledger clerks debit each customer in the 
customer's ledgers maintained on the principle of alphabetical division, 
and the head accountant passes one journal entry for^e day for the 
total sales, debiting sundry debtors' account and crediting the different 
departments concerned. Here, as we have already remarked, the credit 
sales being made on short credit and for small amounts, the alphabetical 
ledger,—^which is a subsidiaiy book maintained principally for record, 
and quite distinct from the General Ledger, and not forming one of 
the books of the financial set,—is divided and worked on the dictionary 
order. If, for instance, the customer concerned is known as Robert 
Crew, the division of the ledger containing the accounts beginning with 
the letter C is opened and a one line entry is entered on the debit side 
stating the date in the " date column ", awidress in the " address 
column ", number of the debit memo book in the next column and 
the amount of the sale in the " amount column ". The credit side is 
left blank, to be written up when actual cash is received from the custo¬ 
mer. This credit entry is frequently made in red ink, showing the date 
in the " date column ", and the cash and discount in the particular 
columns, together with the desk memo number and the actual figure of 
the cash paid in the " amount column " The following will explain 
the entry: — 
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Stock Checking 

The check on the stock of the department store worked under this 
system is easy. As a fixed percentage of profit is added to the cost, of 
course varying in case of each department^ but which is uniform in case 
of all articles dealt with by any particular department, all that need be 
done is to take the stock at the commencement of any period, to which 
is to be added all the stock supplied during the period under review. 
From this, when the sales at the cost price are deducted, the balance 
indicated represents the stock of that department at the cost price, ready 
to be checked with the actual inventory taken after actually counting 
the stock item by item. The following illustration will explain the 
point: 

SuppKJsing that our stock at the commencement as per last state-* 
ment for the crockery department was Rs. 10,000, at the cost price, our 
supplies to this department since that time amount to Rs. 50,000, at the 
cost price, and our sales during the same period amounted to Rs. Co,000 
at* the selling price, the stock check account will work out the stock oa 
hjind as shown below: — 

CROCKERY DEPARTMENT 


Stock Check Account for half year ending 1942. 

Dr. Cr. 



Rs. a. p. 


Rs. a. p. 

Jane 30 


Sales at selling price 

60,000 0 0 

Stock at commencement 


Less 20% profit on cost 


at cost 

K),000 0 0 

price. 

10,000 0 0 

December 31 



50,000 0 0 



Stock on hand at cost on 


Purchase at cost 

50,000 0 0 

31st December 1942 

10,000 0 0 

Rs. 

60,000 0 0 

Rs. 

60,000 0 0 


This amount shows a balance of Rs. 10,000, as the stock on hand 
ready to be compared with the actual stock inventory. If there is any 
material difference, the department manager can be called to account. 


MULTIPLE OR CHAIN SHOPS ORGANIZATION 

The multiple or chain shop system originally developed through 
the success of retail shopkeepers. A shopkeeper opens one shop which, 
for example, 1>ecomes very successful; with the result that he opens 
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a second shop, and with the success of the second opens a third, and so 
on; and thus with the increase of shops he naturally wants more capital 
which he obtains by converting his organization into a limited company. 
Manufacturers, as we have seen, have also opened shops to sell their 
goods when they found that they could not be marketed otherwise. 
These multiple shop companies are never pioneers, and generally open 
shops in localities where there is an already existing demand. Multiple 
shop companies have shown a tendency of amalgamation of late, with 
the result that these amalgamations have made them very powerful, and 
give a great impetus to their business. The multiple shop organiza¬ 
tions have to fight the local prejudice against independent shopkeepers, 
and have also to fight against other manufacturers who have no such 
chain shop organizations; because such manufacturers give special pre¬ 
ferences to independent shopkeepers, and encourage them, because the 
multiple shop purchasers do not purchase from them at the same advan¬ 
tageous rates as in the case of small independent shopkeepers. The result 
is that the multiple shops or companies have begun to manufacture 
certain goods which they want in large quantities for their own purpose. 
^Multiple shops also have the advantage over retail shopkeepers, inas¬ 
much as one shop advertises the other. 

Under the multiple or chain shop arrangement the dominating idea 
is not to concentrate the whole business in one centre and then attempt 
to draw the customers to it, as in the case of department stores. Here, 
an attempt is made to approach as near the customer as possible, by 
opening a large number of smaller shops in different localities under 
a manager in charge, and by directing the working of same through 
the central ofSce or depot. The other departure from the department 
Stores' practice, is to specialize in a particular set of articles in which 
the firm has chosen to deal, instead of, as in the department stores, 
playing the part of universal providers. The advantage claimed for this 
type of organization is, that as a certain line of goods is dealt in on large 
lines, the purchases are made from manufacturers on the most advan¬ 
tageous terms, and that specialization enables the proprietors to make 
the best selection. They are able here to keep in close touch with the 
vaiying requirements of the market, and supervision becomes very easy 
on account of the simplicity of work resulting through dealing in one 
line of goods only. The method employed is to keep uniform prices 
for all articles after charging a fixed percentage of profits at the central 
depot or office. The individual shop manager is kept entirely in the 
dark as to the cost of the articles dealt in. He is supplied, with the 
stores at the selling price and has to account for same on the same basis 
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Here, the stock-taking is even simpler than in case of the department 
stores. A progressive result in sales and the lowest possible expense 
in proportion thereof is expected of him. An attempt is also made to 
create an incentive to bring in as low a percentage of expense as possi¬ 
ble through the offer of a bonus and promotion, as well as through the 
creation of healthy rivalry between the different shop managers. The 
system of record as to sales may be arranged on almost the same lines 
as that indicated in the department stores. There, the shops were ail 
concentrated in one building under the designation of departments, 
whereas here, they are located at different places. The distinction, 
therefore, is but in name as far as account-keeping and records go. 

It is also frequently contended that the multiple shop system is the 
manufacturer's answer to the increasing^ tendency of retail¬ 
ers who make either their purchases abroad, or who ignore certain 
factories in preference to others. If a manufacturer in one particular 
line, say, boots and shoes, wishes to put forward his own products on 
retail lines, he adopts the multiple shop system and opens up shops all 
over the town, where the goods are offered for sale. Here, an attempt 
is made to introduce personality in the shop fronts and name boards 
by adopting one particular design and seeing that the same design of 
shop fronts and name boards is used in the case of eveiy .shop in 
every locality. By special arrangement with the landlords, the frontal 
windows are also altered to the pattern selected. Thus the manufac¬ 
turer is entirely independent both of the wholesale middleman as well 
as the retail shopkeeper and deals with the consumer direct. The^ 
customer or consumer gets here a known quality of articles nearer his 
own house at the most reasonable price. 

Mass Appeal and Uniformity in Shop Fittings and Shop Front 

In the case of multiple shops, the dominant idea happens to be 
to sell articles wliich will be required by the masses, as against 
an appeal made by individual shopkeepers to select buyers or customers 
foi a particular class ; and with this object in view, not only the location 
of the premises but even the types of goods to be stocked are influenced 
by the policy of making this mass appeal most successful and attractive. 

The next factor to be determined by the sales manager of rham 
shop organization is the policy of shop fitting and the work in this 
connection is entrusted to specialists on contract. Not only the inside 
fitting of the shop is designed and settled, which is of course uniform 
in all the shops of the company concerned, but also shop fronts are 
settled and designed, and a personality given to them, so that when a 
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customer is travelling from one part of the country to another, the 
famTliar shop front of the particular chain shop organization from which 
he is accustomed to buy immediately attracts his attention. The policy 
to be followed here is to get a dignified exterior which gives the maximum 
display facility and value to the windows concerned. The maximuni 
display space is also obtained by setting back the shop door-way, so 
tbst the shops may get su&cienUy deep windows in which the goods 
may be displayed in large number and the practice is that on the provi¬ 
sion side of the shop automatic scales are used, whereas on the grocery 
side the balance scales are employed. The reason is foimded on the 
psychology of the customer, because, according to the best writers, 
though the automatic scales are accurate as far as they can be, and 
are used in connection ’^ith various oommodities such as butter, cheese, 
etc. the old-fashioned balance scales are preferred for loose products 
like sugar, tea, etc., both by the customers and the shopkeeper. The 
storeroom, of course, should, as a matter of policy, be kept out of view 
of the outside customer, though handy enough to enable the shops 
to be supplied with‘ goods from time to time without much 
or loss of time. 


Merits of Counter Display 

The furniture inside the shop should be so arranged as to give the 
greatest scope for what is called counter display. As we shall see later, 
in our chapter on Scientific Advertising, window display is meant to 
attract attention of passers-by and to get people to come into the shop. 
The counter display inside the shop is meant to effect sales. Thus the 
object of counter display is not only to maintain the interest awakened 
in the customer who has Been attracted by the window into the shop 
but also to enable him to see a large number of items out of which to 
select with the assistance of the salesman, capable to render eflBicient 
service in helping the customer in making his selection. Besides, the 
counter display, if properly effected, is bound to attract the attention of 
the customer to other articles which were not displayed in the window, 
or did not catch his eye, and helps the salesman in inducing the customer 
to make his second and third purchases. The display should be such 
that as soon as the customer enters the shop, he should get an impres¬ 
sion of efficiency, cleanliness-and order. The show cases should be so 
placed as not to interfere with the customers* movement, at the same 
time not to lose their display value. The chairs as well as the furniture 
should be in keeping with the class of goods sold by them in size and 
in quality The chairs for use of the customers should be light and 
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strong, so lliat they can be moved about easily from one place to anofbet 
for their use. Ventilation, during the warm season, and heating, 
during winter, should also be provided for customers' comfort The 
stock should be so arranged as to enable the salesman to pick out the 
articles required without waste of time. The contents of the show room, 
as well as counters, should be grouped suitably in accordance with the 
quality, type, shape, size or make of the articles. 

Modem Shop L%hting 

Lighting outside and inside the shop should also be arranged with 
great care. Outside lighting should be high enough to keep the window 
space clear ; and the number of lights will naturally depend upon the 
length of the shop front. It is said th|t a powerful strong light is 
better than a number of small lights. Coloured and illuminated lights 
may be used for advertising purposes at the extenor of the shop. It is 
said that, from modem standards, outside hghts must be kept covered, 
so that they may be free from glare but at the same time the light may 
be soft, powerful and widespread. Sometimes flood lights are used to 
enable a distinctive feature of a building or an advertising sign or 
placard to be visible in a conspicuous manner. 

The modem method of lighting the interior is throu^ hidden 
lights, and the open bright lights of old-fashioned shops are fast disap¬ 
pearing. Frequently lights are fixed in the floor and made to reflect 
through thick glasses in the flooring, as well as on the sides of the piDats 
and waDs, so that the natural day light appearance may be the result. 
In some shops miniature flood lighting is also used with great effect. 
The same rule applies^ connection with lights in the window. 

MAINTENANCE OF STAFF DISCIPUNB IN SHOPS 

Discipline among the staff of lai^e shops where a large number of 
men and women are employed is a very important and vital factor. 
Generally the mSjority of the members of the staff are usually ready 
to co-operate here with the management being conscientious and anxious 
to satisfy their employers being ambitious to be promoted in due coutse. 
In these cases very little supervision is necessary and courteous and 
kindly dealings succeed with them. Every newcomer should be 
dealt with sympathetically and with kindness and if be proves 
satisfactory his services are continued. However, there are others who 
may mistake kind treatment for weakness because of their bringing 
up. With this class of people strictness is absolutely necessaiy. They 
have to be sharply spoken to if they are found to be disregarding regu^ 
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lations specially framed for them. The usual methods of puDishing 
in cases of slackness are cither by inflicting fines or making them work 
for longer hour^ or lowering their salaries. So long as this is done 
justly these methods have proved satisfactory. The fine should be 
decided on in due regard to the salary drawn as Well as the nature 
of the offence, erring as far as possible on the side of leniency, in the 
hope that the employee so punished would mend his ways and get into 
line. Of course dismissal from service is a very severe method of 
^punishing which'should be the last resort, i.e., where all efforts ha\^ 
failed to improve the incumbent. 

Price Marking and “ Cypher ” System 

In all modem shops the prices are generally fixed, as against the 
old-fashioned bargaining method: which saves time and assures the 
customer that he gets the right article at the right price. In case of 
bargaining, the customer on the other hand is generally at a disadvan¬ 
tage, as the shopkeeper knows exactly the cost and value of the article, 
while the customer not being an expert in the line, does not. These prices 
are marked, as far as the window is concerned, with tickets: and also, 
in case of counter displays, frequently tickets are used for marking the 
prices. Besides this, prices are also frequently marked on the goods 
themselves, in such a manner that they may be easily rubbed ofi when 
sold. In the case of tickets, etc. the prices are openly marked in the. 
usual currency of the country ; but there are shops which mark prices 
in '' cypher so that the salesman may easily know the price at which 
he has to sell and which he has to quote. Th^ ‘‘cypher" may be 
indicated by certain letters of the alphabet as A to J indicating i to lo ; 
or some other device may be used which is known to the salesmen in 
the shops, but which is a secret to the outsider. In case of jewellery 
and articles of that character, even in European countries, a certain 
amount of bargaining is allowed ; and here the cypher price indicates 
to the salesman the limit under which he cannot go. Many retailers 
make use of " cypher " to indicate to him the price of the article so 
^hat he can quote, keeping a fair margin according to the custom of 
tbe concern, cash or credit price. The " cypher " is also very useful 
in connection with clearance sales when the shopkeeper must know 
exactly what concession he can fairly give in connection with the reduced 
prices to be fixed for clearance purposes. On articles generally bought 
for presentation prices may be indicated in pencil so that they may be 
easily erased, otherwise they will be dif&cult to sell for obvious reasons. 
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Udlitjr of Tied Shops 

These are shops which are working in connection with a manufac¬ 
turer on condition that in return for certain assistance given by the 
]atter> the former would exclusively or predominantly deal in the goods 
manufactured by the latter. Thus, in case of breweries in England, 
the proprietors of these breweries erect buildings and let them as restau¬ 
rants and hoteh on condition that beer of their manufacture alone should 
be sold. The same is the case with large jewellery manufacturers who 
assist small retail jewellers in various ways to set up a business, and in 
return make a condition either to exclusively-^ sell jewellery of their 
manufacture or to do so predominantly. 

PECULIARITY AND ORGANIZATION OF MAIL 
ORDER BUSINESS 

Mail order business is carried on, both by department stores as 
well as retail shopkeepers and* others. The object sought to be 
achieved is that of attracting customers by advertisements and cir¬ 
cular letters, as well as literature sent through the post, etc. Orders 
may thus be attracted from different parts of the country through 
the post, and the goods may be sent either through the mail, railway 
or other convenient media. The sales literature is regularly distri¬ 
buted among persons on what is called the " mailing list/' This 
mailing list is carefully prepared, embracing old customers as wefl 
as other addrelses collected through local dealers, directories, adver¬ 
tisements, enquiries, etc. etc. This mail order business is done not only 
with consumers or users of articles but even large wholesalers and 
manufacturers deal on the mail order plan with dealers, and thus 
save the use of travelling salesman in a large way. Here advertise¬ 
ments, circular letters and sales literature take the place of salesmen 
and newspaper advertisements can be accurately checked as to theif, 
results. There is a class of dealers who prefer to see the salesman 
call at their shops ; but there is also a larger class who delights ift 
sending orders through the post and getting his delivery by rail or 
parcel post. Most of this class of business is done with the cbnsumem 
who happen to be situated in a locality where articles of high quality 
are not obtainable. This generally happens in the case of rural areas 
where the residents cannot obtain this type of goods at country shops 
either at the same price or in the same quality. The one drawback 
of the mail order purchase is that the goods are not open to inspec¬ 
tion of the buyer before they are purchased, as in case o^ purchases 
made in a shop: and the customer thus runs the risk of receiving_ 
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unsatisfactory goods. It is the experience of those in business that 
shopping goods are best suited for mail order business, whereas bulky 
products, such as motor-cars, etc. are naturally not suitable. Many 
dealers in mail order inspire confidence in their customers by offering 
to refund the price of the goods as well as the postage incurred in 
despatching same, if they are found imsatisfactory. The mailing list 
’w^hich we have referred to above is continuously kept. up-to-date by 
adding and deducting from it names as circumstances may require. 
This mailing list is considered so valuable by this type of business 
that there are firms in America which keep these lists in fire-proof 
vaults, and a copy of same is also kept in another part of the city* 
under similar fire-proof arrangement. Mail order business is done 
both on C.O.D., i.e. cash on delivery, or V.P.P., value payable post, 
basis. These metliods introduced by post office authorities enable a 
purchaser in the countryside to order out goods which he pays for 
on delivery at his address and thus light as well as heavy parcels 
are being dealt with at a very reasonable cost. A good lot of mail 
order business is also done with approved customers on credit. With 
the sales literature sent out order forms should be enclosed, so that 
while ordering, details as to the articles ordered and methods of supply 
as well as the address ma}^ be clearly written, and unnecessary corres¬ 
pondence in that connection avoided. Where limited lines are sold, 
order forms should contain names of the articles against which the 
customer has to slate quantities and class. 

LEGAL IMPLICATIONS OF HIRE PURCHASE 
AGREEMENTS 

Guiding Principles of this Agreement 

The principle on which the hire purchase agreement is made in 
aw, is that the purchaser who takes the article on hire has the option 
to pay a certain number of rents and after he pays the stipulated 

number of such rents he becomes owner of the property. If, how¬ 

ever, he slops paying any rent, he is at liberty to do so, returning the 
property hired at any time he likes. Frequently an advance pay¬ 
ment in larger amount is made and it is further agreed that a certain 

number of other payments, called ' rents ' or ' hire ', will be paid. 

The distinction between hire purchase and instalment selling is, that 
in case of instalment selling all the instalments must be paid and 
the article purchased cannot be returned because it is a purchase and 
not a hire. * Being a purchase, the buyer becomes owner of the article 
the moment he takes delivery of same, and may sell same pn the 
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next day. Whereas in case of hire purchase, the article being hired, 
the buyer does not become the owner of the said article until all the 
rents are paid as agreed: and hence he cannot sell the property, and 
he does so he commits a criminal breach of trust, and the seller 
can recover the article from the sub-buyer. It is this protection to 
the seller which makes him sell in a large way on the hire purchase 
system in preference to the instalment system. 

Advantages and Drawbacks of Hire Purchase Dealing 

The advantage of hire purchase dealing is that valuable articles 
such as furniture, motor-cars, pianos, machinery^ radios, etc. ajne 
made available to the middle and lower middle class people on easy 
terms, and their sales considerably augmented, thereby profiting both 
the manufacturer and the dealer. The disadvantage, however, is that 
the buyer may go beyond his means in making too many engage¬ 
ments of this character and find himself unable to pay in the long 
run. The protection against this danger happens to be to take as 
the first premium an adequate ampunt, and thereafter arrangement 
may be made to receive small hires. In such cases, the selling price 
has to be loaded with the cost of collection of these instalments for 
hire, as well as loss of interest on the capital locked up, as well as 
bad debts. 

In connection with the article suitable for hire purchase system 
it is said that it should be a durable article, particularly one which 
is easily re-saleable as a second-hand article, in case of failure of the 
hirer to keep his contract. Besides, the article should be of suffi¬ 
ciently high value to justify a hire purchase agreement. It is the 
usual custom with large dealers in hire purchase to effect floating fire 
insurance covering the whole of their stock in the hands of customers 
under these agreements. The amount covered by this insurance is 
increased every time additional agreements are sent out and lowered 
as the agreements are paid off. On the death of the hirer the benefit 
of the hire purchase agreement goes to his heir, provided he is able 
and willing to pay the hire, otherwise the dealer has to take back 
the article. An insurance arrangement of a collective type is fre¬ 
quently made in- this connection under which the insurance company 
pays the balance due by deceased hirers whose heirs are not able 
to fulfil the contract. 

The risk which the hire purchase trade runs, is in connection 
with the landlord's distress warrant, which may be taken out by the 
landlord on the hirer for non-payment of rent: in which case the 
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landlord gets the right to seize ail the articles on the premises and 
recover rent due to him by sale of the articles under distress, irres¬ 
pective of the feet as to whom the property belongs. The otb^ 
danger is that in case of insolvency, the hirer is taken to be 
reputed owner of all the property belonging to him in his shop or 
in his home on the footing of which his creditors have loaned him 
money: and hence, the official assignee in India, and trustee in bank¬ 
ruptcy in England, who take possession of these articles and sell 
and distribute the proceeds among his creditors, because here the 
property happens to be what in law is called ‘ * under order and dis¬ 
position of the debtor. 

The goods thus kept in the shop or in the house of the hirer 
under hire purchase 'arrangement are constantly under this danger in 
case the hirer becomes insolvent. 

Assbtance Retnleied by Finance Corporations to 
Hire Purchase Trade 

In connection with hire purchase trade, it may be added that, 
as the dealers find it increasingly difficult to provide capital or finance 
with a view to carrying on hire purchase trade which has become 
nonnal on certain markets, finance corporations were founded to 
assist them in this connection. These finance corporations buy up 
the hire purchase agreements from the dealers, either with their 
endorsements or without same, and undertake to collect the instal¬ 
ments themselves, on their own responsibility, charging certain per¬ 
centage by way of their own profits on the advance made. Of course 
wb€i> the dealer gives an endorsement, a much ^jpaUer margin is 
charged ; but where the company buys the paper on its own responsi¬ 
bility, it retains a larger percentage on loaned amount towards Ks 
charge or profit, as a reserve against bad debt as well as for the 
additional trouble of collecting instalments. Frequently this reserve 
is returned to the dealer when the finance company receives paym^t 
in fun. There are various methods by which these dealing are done: 
but the principle involved happens to be one which we have enrm- 
ciated above. The dealers are thus relieved of the worry and expense 
involved in collecting small instalments in the first case, and also of 
loss suffered through bad debts in the other. 

OPERATION AND ATTRACTIONS OF 
THE ONE PRICE SHOP 

The other form which the "'stores*' branch of trade has taken 
of late in Europe and America is working on the " One Price System." 
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We are familiar with this type of trade done by a certain class of 
hawkers in German and Japanese cheap assorted articles. Here, the 
central oflSce selects a large number of useful articles, which it buys 
on wholesale lines from those manufacturers who specialise m the 
manufacture of the same. The price fixed per article is the popular 
price of or a shilling per article. In India two to six annas is 
the usual basis, and in some cases higher. The location of shops is 
arranged by the central office after careful deliberation. The shops 
have to be located in those places where a large number of people 
congregate, such as a bazaar, or near some large store which adver¬ 
tises largely and draws a large number of people, or in an exhibition* 
public fair, etc. Every possible opportunity is taken of opening tem¬ 
porary shops where people are likely to congregate, and by display 
and posters attempts are made to draw customers in for purchase. 
In old days, the location of these shops was constantly altered on a 
well regulated plan worked from the central office, and for that pur¬ 
pose shops temporarily vacant in prominent places were taken on 
short leases of a month or two and made the most of. As these 
shops appeared to outsiders to be constantly closing and short-lived, 
the general public was under the impression that this class of business 
S the least paying, the profit making possibilities being only known 
to those having a working hand m them. None the less, it was a 
well regulated business, substantial and permanent so far as the cen¬ 
tra! depot went, though the magic lantern slide arrangement in con¬ 
nection with the shops may have created a misleading impression on 
those who are igjjorant as to the system at work. The more recent 
development is tffit of having a large number of permanent chaun 
shops on one price basis under one organization. These shops appeal 
to the bargain making instinct, otherwise known as “ something-for- 
notiiing " instinct, of the human race: and the result is that a large 
number of people go in and buy things they never wanted or are 
likely to want. The managers in charge of the shops keep the central 
office informed about the daily sales and guide them as to the class 
of articles mostly in demand. The managers are instructed to bank 
their daily takings, and are furnished with cash from the central 
office for their expenses on the imprest system, for which accounts are 
periodically furnished to the central office. 

The Art of Selling 

We have already seen, while dealing with the question of wh<de- 
sale business, how important it is to select proper men to act as 
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salesmen and travelling agents with a view to canvass orders and 
push forward sales of articles dealt in by the business men. In retail- 
store business of the type we have dealt with above, whether on the 
general stores or one price shop principle, a large number of assistants, 
both male and female, aie generally employed to ehect sales of articles 
in the various departments. The careful selection of these employees, 
and their proper training on scientific lines, has been engaging the 
aaixious attention of store proprietors all over Europe and America, as 
it is being increasingly realised over that side of the world that proper 
salesmanship in a shop exercises potential influence on the volume of 
trade done through the medium of retail selling. Nowadays these prin¬ 
ciples of scientific salesmanship are carefully taught in schools and 
colleges of commerce, and the employer in Europe and America selects 
men who have had this necessary theoretical training. This saves 
much time and expense which used to be thrown away in old days 
under the old system. The young man or woman, fitted with a theorem^ 
tical knowledge of the principles of salesmanship, does not take much 
time to learn practical work, and generally develops into a very success^ 
ful salesman or saleswoman, with the help of a little experience ; pro¬ 
vided, of course, they have the aptitude, energy and j)erseverance for 
their calhng. Some enterprising firms who own large stores have intro¬ 
duced a system of training salesmen with the help of cinema films. 
Here all the various steps through which a sale in a comer of a retail 
shop has to pass, is exhibited and commented upon by the teacher iu 
charge. The approach of a customer, his reception by the salesman 
concerned, exhibition of articles in prop)er form ^d style, recording 
of order, offer of further articles, etc. are duly exhibTOd and commented 
upon. This practical demonstration through films, in which the most 
experienced salesmen and women are made to act, is said to have 
resulted in a most perfect training of the young aspirant to the position 
concerned. The idea as to the value of courtesy and good manners 
is carefully inculcated and the value of pleasant expression and sincerity 
in statements made to customers is brought to the notice of the young 
pupils. Besides this, t!ie management keeps on issuing circulars and 
sales bulletins from time to time, pointing out to the employees, defects 
if any, found in the working of the stores, exhorting them to observe 
certain mles in connection with their duties with a view to bringing 
about efficient results. A careful record of sales made, monthly or 
yearly by each employee, their habits as to regularity and punctuality, 
errors, if any made, etc. helps the manager to reward the most deserving, 
fiius keeping up a healthy spirit of rivalry between them, to the best 
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advantage of the employee and the establishment concerned. If, by 
any chance, the sales employees of a large store could be taken to the 
factories where the articles are manufactured, on a sort of educational 
visit, it would have a very beneficial efiect. This is, of course, possible 
in Europe and America where large stores generally sell articles manu- 
fectured in their own country ; but in a covmtry like India, where a large 
proportion of imported articles are available for sale in such establish¬ 
ments, the only substitute would be a demonstration through the help 
of cinema films 2^ to the processes of manufacture, failing which, of 
course, the old-fashioned magic lantern slides or the modem cinema 
films may be resorted to. It is also found to be advantageous to hold 
a sort of periodical conference of these shop employees, if possible 
under the patronage and presence of the general manager, and sugges¬ 
tions should be invited, so that the manager may get an opportunity 
of benefiting by the knowledge of those who come in daily practical 
touch with the reality of retail selling. Suggestions that appear to be 
useful should not only be adopted but the person making it should be 
rewarded by promotion at the first opportunity. The salesman should, 
while serving a customer, not only show the goods he is offering him for 
sale but should also describe the goods in all their detail. Again, the 
most presentable form in which the goods of a particular type may 
be shown should be studied and followed. The idea is to create the 
customer's interest in the goods that he did not at first want, and then 
induce him to buy. If the purchaser calls for a particular type of article, 
his wishes should be carefully studied and complied with. In other 
words, the salesman should, as far as possible, follow the toe of least 
resistance. In of inquisitive customers making enquiries on the 
merit, or otherwise, of a particular article offered, the salesman should 
take care to be well versed and ready to be able to answer all enquiries 
with a show of confidence and knowledge. In offering articles, in 
addition to those which the customer wanted, the attitude adopted by 
the salesman should be not that of anxiety to get rid of more stock but 
that of a desire of an* admiring servant to serve his master to the best 
of the latter*s satisfaction. This method will prove most enchanting, 
and the chances are that extra sales will be successfully effected. 

Seasonal Alterations 

Again, for the purpose of seeing that the employees in the shop or 
a large store cany out their duties actively, some sort of inspection and 
supervision has to be arranged. The inspecting officer should see that 
articles in demand, particularly during the seasons concerned, arc 
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appropriately kept in a prominent position ; that each department keeps 
its goods piofierly arranged in a good and attractive condition, and each 
or saleswoman is present in tlieir appointed places ready to 
serve customers. It is for him to decide whether, in a particular 
department, a large number of employees are necessary because of 
the over-work all throughout the year, or during a certain part of 
the year, and, if so, additional hands should be employed or transferred 
from other departments. A careful note is also taken of the variatioa 
in demand, as to the various articles from the point of view of the 
pattern, style, colour, or make-up, and immediate steps are taken to 
get the store supplied with the right kind of stuff. 


Chapter VI 

PRACTICE OF FOREIGN TRADE 

ORGANIZATION AND WORKING OF THE IMPORT TRADE 

Its Basis and the Circumstances Which Make it Necessary 

The import trade of India is largely made up of manu¬ 
factured articles because India happens to be a large agricultural 
country, and it has, perforce, at present, to exchange its raw produce 
with manufactured articles, which either it does not manufacture in 
this country at all or which are not produced in sufficient quantity to 
answer the demands of the people. A country generaUy pays for its 
imports by its exports, as well as its debts through its exports, and 
thus India's exports can be either payment for imports or for her debts, 
or interest due on them plus services rendered to her by foreign nations, 
as shipping and carrying services, etc. These imports, in a few cases, are 
no doubt made directly ; but most of our imports are effected through 
the intermediary of middlemen or individual firms or agents, who have 
arrangement in foreign countries for selecting the best quality in the 
best possible market with their expert knowledge, and are prepared 
to give not only this service but also various facilities in connection 
with favourable freight charges, insurance, etc. 

Numerous European and Indian concerns cany on what is popu* 
Jarly known as the Indent Business", either exclusively or as one 
of the branches of their trade. The object here aimed at, is to serve 
as middleroeu between the bazaar buyers in India and the manvdacturw^ 
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in Enxc^ and America, etc. The local indent firm secnies oideni 
firotn the local dealers for an article which is either of a weB4axrm 
broad or on a sample which it receives from Its foreign agent and 
forwards the same to the latter to be placed with the mannfactmOT. U 
the indent is made out for the price quo^. or on a firm o£Eer received 
from the foreign agent, the contract is immediately closed ; if not it 
serves as an offer from one side which has to be accepted by a formal 
confirmation from the other side. The profit made by the middlemm 
concerned is supposed to be made up of a commission var 5 dng accord* 
ing to the nature of the article indented. In the case of articlea of wdl* 
known brands, the names of the makers as well as the wholesale prices 
are " open ", i.e. known to all the dealers. Here, the percentage of 
commission arranged forms the margin of profits for the middlemen. 
At first sight this type of combination appears to throw an undue 
burden on the dealer; but it is not so in practice. A large number of 
dealers in the East are not conversant with the intricacies of foreigii 
markets—in fact, the bulk of them are incapable of carrying on direct 
correspondence—who find it difficult, if not impossible, to rqpleniri) 
their stock without the assistance of indent firms. A good many of 
them find it impossible to arrange for a direct credit with the local or 
foreign bankers with regard to their imports. The presence of the 
foreign agent of the indent firm on^the spotc ensures the shipment of 
the proper article after selection, thus avoiding unnecessary delay and 
inconvenience. In case of claims as to breakage, inferiority, indifferent 
packing, etc., they are in a position to lay their case before the manu¬ 
facturer with greater effect through the assistance of the influential foreigii 
agent on the spot. An energetic and influential agent in the country 
of origin keeps the dealer, through the medium of the local indent firm, 
closely in touch with innovations in the line, thus helping him to take 
immediate advantage of a cheaper article newly placed 6n the fnaricetf 
The foreign agent, having acquired a special knowledge and eaqierience 
as to the requirements of the Eastern Market, is in a position to lay hit 
views before the manufacturers personally, as to the varying xequiie* 
ments of his clients. The foreign agent is also in a position to secaare 
the most favourable terms for his clients as to freight and insurance, as 
he generally contracts in a large way with shii^iing and msuxanoe 
companies on behalf of his numerous cfients. There axe also instances, 
where the indenting firms bold sole agencies for certain brands and 
the dealer can secure these articles onfy through the medium of these 
monopoly holders. 



114 Business Organization 

Confirmatory Indent 

Frequently the terms on which the indents are sent are not accept* 

. table or possible of being pushed through at the other end, thus a counter-'^ 
olfer is sent to the indentor which may happen more than once and 
iiltimately a final offer may be accepted, in which case a document is 
forwarded which is called confirmatory indent" by the importing 
merchant through the indent ofl5ce to the export agent in the foreign 
countzy. 

The Form of Indc 

The indent firm employs a number of salesmen who are in close 
touch with the local dealers and report to the manufacturer from time 
to time as to the requirements of the market and the credit and stand¬ 
ing of individual dealers. When they secure an order or indent either 
on a sample they have interested a dealer in, or in some known article, 
they get the same from them on a printed form of their firm which 
embraces clauses and conditions of the contract. The form given below 
indkares the usual terms on which indents are taken in practice:— 

4 

Cowasji Brothers & Co*, Indent No, 1558. 

Merchants & Commission Code C 3 rpher— -Calabash. 

Agents, Bomb&x; ^ Bombay, 5th July X945. 

On account . 

To Messrs. Cowasji Brothers & Co^ 

BOMBAY. 

Dear Sirs, 

I/We hereby authorise you to buy or instruct your Agents to buy for 
my/our account and risk the whole or any part of the following goods on 
the terms and conditions as named below and we agree to pay you a buying 
commission of three per cent for your service. 

I/We hereby agree to take delivery of the goods on arrival direct from 
Ihe steamer and to pay all duties and charges ixicidental thereon and authorise 
you or your Agents to draw in sterling upon me/us for the total 
of the Invoice in a Bill or Bills of Exchange at IxmdoiL 

li the bill or bills be dr^wn in sterling I/We agree to pay interest on 
the amoimt thereof at six per cent from the date of the relative Invoice to 
the estimated date of arrival of remittance in London and further bind 
myself/ourselves to accept such bill or bills on presentation without any^ 
pretext, excuse or objection whatever and pay the «Amo at maturity. No 
interest is to be allowed to me/us on part-payment of sudb^ bill or 
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Should I/We fail to accept or to pay at maturity sudi bill or bills I/We 
hereby authorise you as well as the holders of the bills to dispose of the 
documents or goods either by Private Sale or Public Auction on my/our 
account and lisk, and 1/We hereby bind myself/ourselves to make good 
any loss arising from such sale and all Sale Expenses and in addition to 
a commission of 5 per cent for yourselves on the gross sale price waiving 
all claims to any advantage thereon and I/We agree to accept your Account 
Sales as correct and consent to the same being used by you or your Agento 
in any Court or Courts against me/us without further proof. 

Provided always that I/We hereby agree that in spite of anything that 
may be written on this Contract or elsewhere to the contrary, you have the 
absolute right to refuse to give me/us possession of the Shipping Documents 
relating to this order or the goods until I/We have paid for the same aa 
well as for all outstandings. 

Should the goods for any reason be shipping in more than one shipmezd 
or for any reason a part of or parts thereof be cancelled or left out I/W« 
shall make no objection to take them just as they may be shipped. 

In case of any dispute, you or your Agents are to have the option of 
(a) cancelling this order, or of (b) submitting the matter in dispute to two 
Merchants or their Assistants or the Referee appointed by them, or of (c) 
submitting the matter to the Bombay Chamber of Commerce or the Indian 
Merchants’ Chamber for arbitration under such rules as may at the time 
be in force, and I/We agree that the decision so arrived at shall be final and 
binding upon me/us. 

Any daims or disputes whatsoever with respect to this order with regaffl 
to damage, shipment, deviation from samples, inferiority of quality or any 
other objections whatsoever are to be made in writing stating full particulais 
of complaint and the necessary arbitration fees deposited by me/us with 
you within 10 days from arrival of the vessel, after which time all responsi¬ 
bility is to be on my/our account and no daim will be made by me/us 
after thft aforesaid period of 10 days and if 1/We make it, it diall ziot be 
valid. 

When goods are ordered from specified Manufacturers or Manufectunera' 
Agents I/We agree to take all risks connected with out-turn both as to 
quality, delivery and in every other re^>ect. 

Any deviation from time limit not exceeding 15 days is not to be con¬ 
sidered a breach of Contract All goods which have been delivered up to 
time at Port of Shipment, shall be accepted as actually shipped within the 
limit of time stipulated and whatever your supplier writes in respect to 
this point is to be accepted as conclusive. 

In the event of fire, or strikes among workmen, or of any vis «iajor, or 
of the failure of your supplier to deliver through Bankruptcy or any other 
reason, you or your Agents are to have the option of cancelling this order, 
to DO case shall any action be taken against you or your Agents tor 
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lorn of profit or otherwiae owing to late shipment* non-shipment or non* 
arrival of the goods.. 

All risk of damage to oilman stores or any o^er gbods of a perishable 
nature are to be borne by me/us. 

Goods to be insured FPA» unless otherwise stated. I/We bear any loss 
adiich may arise in consequence of goods insured FJPJL arriving late* water 
damaged* etc. Any war risk premium which may be incurred* to be in all 
eases payable by me/us. 

You or your Agents are not re^nsible for any leakage or breakage 
of any sort 

Contents and terms of this contract fully read out and explained by me. 

50 Pieces of Superior Linen Shirting at Sid. F.OJS, 
quality. Each piece to contain 120 yds, Ship^ 
ment before the end of next month D, P, Draft at 
three months^ sight, 

(Sd,) Jaferji Suleman 6k Co, 

The Documentary Bills 

The above form duly fdled in and signed is presented to the 
manager who gets the same properly filed and forwards a copy to the 
foreign agent in the country where the articles are manufactured. The 
foreign agent makes the purchase and looks to its packing and shipment 
in due course. The manufacturer's invoice, in case the manufacturer is 
disclosed, or the agent's own invoice is then prepared including charges 
by way of freight, insurance, packing and commission. A bill of 
exchange is then drawn out on the dealer for the full invoice amount 
according to instructions from the indentors, to which the shipping docu¬ 
ments, viz. the bills of lading, the insurance policy and the invoice 
are attached. This bill is then known as the documentary bill. The 
usual practice is to draw at 30 or 60 days' sight at the current bank 
TOte of interest. This complete documentaiy bill is then handed by 
the foreign agent to his banker having a branch o£&ce or agency in the 
indenting country, against which the banker makes an immediate 
advance to the foreign agent, his remuneration being the interest which 
is to accrue and the profits on the exchange when the amount is remitted 
from the other side. The draft of the documentary bill takes the. 
following form:— 


SiL Sorabji Hirji, 
Salesman, 
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London, 15th August 1945. 
Ezcrakge for £222-15-0 

Thirty days after sight of this First of Exchange (Second 
and Third of the same tenor and date being unpaid) pay to 
the order of Afcs^^rs. Cox & Co., the sum of Two hundred and twenty^two 
pounds and fifteen shillings sterling at interest at six per cent per annum 
added thereto from date hereof to approximate due date of arrival of the 
remittance in London. Payable at the current drawing rate of sight drafts 
of the above Bank on Ijondon. Value received. 

To 

Messrs. Ja/erji Suleman & Co. 

In (^ase of Need apply to: — 

Messrs. Cowasji Bros. Co., (Sd.) J. Lyon & Co., 

Bombay. 

The indent agents receive a direct intimation as to the shipment 
from the foreign agent which they in their turn communicate to the 
dealer concerned in a fonn similar to the one appended here. These 
forms are generally printed with space for the details left blank to be 
filled in on each occasion. 


j Stamp 


From-COWASJI BROTHERS & CO., 
Bomray. 


To 


Bombay, 2Cth August 1945 


Mjessrb. Jaferji Suleman At Co. 


VzAs Sms, 


We have the pleasure to inform 3mu that our Agents in London have 
Mail 

reported by the of 16th instant concerning your esteemed order as 

follows, which we communicate to you without engagement of any kind: — 


1 

Indent No. 

Article 

Remarks 

II8S ] 

50 Fuices of Superior 

Shipped per s.s. 

; “ Rajput ” 

1 - 


Unen Shhtmg 

\ 

1 


NJB .—AR telegraphic reports 
are subject to further con^ 
formation by receipt of 
mail letter. 


We arc. Dear Sirs, 
Yours faithfully, 

(S<I.) Cowasji Bros, di Co, 
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When the documentary draft is received by the k>cal banker he 
presents the same to the dealer for acceptance and if the same is a D/A 
drafts Le, documents against acceptance, the banker hands over the 
attached shipping documents to the dealer on such acceptance and the 
accepted bill is retained by the banker till the due date of payment. If, 
on the other hand,-the bill is drawn as a D/P draft, i.e. documents 
against payment, the documents are not handed over on acceptance 
as in the former case, but are retained till the due date of payment 
and on payment either on the due date, or even before that, the dis¬ 
charged bill is handed to the payee duly cancelled. The foreign com¬ 
mission agent, while drawing a bill, takes his instructions from the 
indent agent as to whether the same has to be made aD/AorD/P bill. 
If, on the other hand, the dealer fails to accept the biU, or accepts the 
same and fails to meet it on the due date, the banker presents same to 
the indent agent who is generally named on the bill as a " Case in 
Need.” This ” Case in Need ” then accepts the same for the 
‘'honour of the drawer” and attempts to settle with the 
dealer any dispute or claim he may have set up. If he 
succeeds, the bill is paid on maturity by the dealer, if not, 
the indent agent pays the same and proceeds with his remedies at law 
against the dealer. Where disputes ari^ as to damage through indiffer¬ 
ent packing, etc. the same are settled through the medium of surveyors 
appointed by mutual arrangement between the indent agent and the 
dealer in accordance with terms of the indent. It may be added that 
these foreign bills are drawn in sets of two or three, each bill of the set 
being known as a ” via ”, on the settlement of any one of which the 
others stand discharged. 

It may happen, a^ we have already noticed, that the dealer, when 
a price is quoted by the salesman, may wish to give a counter-offer on 
the basis of a price which suits him, vrhich is taken down, su]t)ject to 
approval and acceptance by the foreign agent, on the same indent 
form. The. foreign agent on receipt of the same may either accept or 
reject it or send a counter-offer himself. This might ultimately result 
in the business being put through at some price suitable to both the 
parties. 

Packing, Freight and Marking 

The indent agent should keep himself infonned about the various 
rates with regard to freight and shipment by different routes, in order 
to be able to guide the dealer as to the most advantageous route to be 
taken by bis ship, considering the location and conditions of transit 
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prevailing in the country of origin. For this purpose various denorai- 
nations as to packing ought to be carefully studied with a view to 
securing economy in the total rate of freight charged. If the goods 
ordered are of a type which are likely to be affected by weather or sea 
water, they may be ordered to be packed in tin-lined cases. If freight 
is payable on the cubic feet basis, all possible care should be taken to 
see that the goods are packed in boxes of as small a size as possible, 
as all uimecessaiy space taken up by a larger box has to be paid for 
by way of additional freight. It may be mentioned that there are firms 
and companies of packers who specialise in packing, and are experts 
in that Une, who are usually engaged. All instructions given in the 
indent in connection with packing must be strictly observed, and the 
requirements of the customs authorities concerned ought to be carefully 
followed. In case of countries where the transit methods are not up-to- 
date, i.e., the distance has to be covered on mules or by human labour, 
etc. the packing must not be too bulky. In a case where freight is 
charged on measurement, the maximum quantity of goods must be 
packed consistent with safety, so that the minimum freight may be 
paid and economy effected in that direction. 

CUSTOMS 

It would be quite appropriate to consider here the* formalities 
required in connection with Customs in case of goods imported as well 
as exported from India. Customs is a term applied to a tax imposed on 
commodities imported or exported, as distinguished from Excise, which 
is a tax imposed on goods manufactured in the country itself. In India 
this tax is regulated by a Special Act known as Sea Customs Act of 
1878, which has been amended from time to time up to 1924. In 
England the law is embodied now in the Customs Consolidation and 
subsequent Acts dealing with particular commodities. 

The Customs is divided into Departments, the most important of 
them being:— 

(1) Import Department; 

(2) Export Department; 

(3) Appraisement Department where cases of wines, spirits, 
chemicals, etc. are examined by special appraisers to find* 
out their strength, etc. with a view to arrive at the scale 
at which the duty may be levied; and 

(4) Preventive Department. 



120 Business Organization 

The Bill of Entry 

On the importation into or exportation from any Customs port 
of any goods, whether liable to duty or not, the owner has to prepare 
a statement on Form supplied by the Customs Authorities known as 
" Bill of Entryin which he is expected to state the real value, 
quantity and description of such goods, to the best of his knowledge and 
belief. The Customs Authorities have the powet to require from such 
owner or any other person who may be *m possession, to call for the 
production of Invoice, Broker's Note, Policy of Insurance and other 
documents in order to enable them to ascertain the real value of the 
goods, as well as the quantity and description. If the importer has all 
the particulars with regard to value, quantity and description of the 
goods, then he enters them in the Bill of Entry Form. These Bills of 
Entry Forms are divided into three classes, viz. (i) Entry for Free 
Goods, (2) Entry for Home Use or as it is called in India Entry for 
Consumption ", and (3) Entry for Bond. In India all these entries are 
made on one Form, the free goods being marked " Free " on the Entry 
itself and the relevant columns left blank as we shall see later. 

Ship’s Rqjort 

In every port, as soon as a ship enters from a foreign port, the 
Master is required to deliver a report at the Port within 24 hours of its 
arrival. This is called the Ship's Report. The Report has to be made 
on Forms prescribed, giving particulars as to the name of the ship, 
form of entry, nationality. Master, port, whence it came, number of 
crew and the nationality to which they belong, marks on goods, the 
description of the goods, whether he intends to land them ail at the 
same port or some goods are to be carried to some other port. He has 
also to furnish an account of all stores in his possession, or that of his 
crew, which are liable to duty. 

Details of the Bill of Entry « 

The importer has to prepare Bills of Entry " on the Forms given 
or furnished by the Customs Authorities, in triplicate ; generaUy these 
are in different inks—one in black to be retained by the Customs Depart¬ 
ment, the other in dark blue to be retained by the Port Trust or Port 
DejMirtment, and another in violet to be handed over to the exporter. In 
die case of goods which are being removed for home consumption the 
SOI of Entry will be according to the Form given cm pages 122 and 123. 

If they arc free goods they wiD be marked " free " after examina- 
(te hy the Customs Authorities and allowed to be cl^red without 
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pa3anent of duty. This entry will be known as '' Entry for Free 
Goods " 

In case of dutiable goods, however, various duties have to be paid 
accordiug to regulations. The regulations of all Customs Authorities 
are based on the manner in which the duty is to be levied on particular 
groups of commodities. There is what is known as (i) Specific Duty 
on the footing of so many rupees per Indian maund, or (2) Tarifi Duty 
or Fixed Values Duty. This is charged in the case of certain laid down 
commodities according to the Hst, on the footing of values per pound 
which are laid down or tariffed by the Customs Authorities themselves, 
irrespective of what their maiket value would be at the time. On this 
value the duty is charged ad valorem on the footing of percentage, and 
(3) Ruling Local Market Value footing ; in this case the percentage is 
calculated on the ruling market price of the commodity which is being 
imported ; (4) There are other cases where the duty is levied on the 
basis of Invoice Value instead of on Tariff or Market Value. This is 
generally done where the current market value is not available to serve the 
puipose of assessment. On this duty being calculated and fixed, in every 
case the importer either pays same m cash, or, as is done in good many 
cases, money is deposited beforehand by the importer, the amount of 
duty is debited to his account and recovered from his deposit. The 
importer is then permitted to remove tlie goods from the docks. In 
connection with the cases where duty is to be charged according to the 
ruling market rate, the date which is material is the date on which the 
General Manifest is noted in the Import Department which, according 
to regulations, is considered to be the date on which the Bill of Entry 
was presented. 


Sight 

In case the owner or importer is not able accurately to mention 
the commodities he is importing in a bill of entry, owing to his informa¬ 
tion in connection with same as received from the exporter being insuffi- 
dent, he has to make a declaration to that effect, and the Customs 
Authorities would in that case permit him to open and examine the 
goods in cases, or packages, or bundles, as the case may be, in the 
presence of their officials, in order to enable him to make the entry. 
The declaration is made on a Form known as " Bill of Sight ", in which 
is given all information which happens to be in possession of the 
importer and declares his inabilily to furnish ^me witho\it sighting 
or inspecting the goods. The bill will then be passed over to the 

[Continued on page 124 
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Original BILL OF ENTRY 


Veieel 

Genera] 
Manifest No. 

Master or Agent 

Colours 

ss. 





Packages Details of goods to 


l^^ber and 
Description 

Marks and 

Quantity 

Description 

Numbers 

Unit 

Amount 

Wff-T.-. ; ^f. ■ ■ ■ artr; ■ r-T ■; 


1 


1 

1 


Total No« of Packages (in words] 


G. M, aerk. 


Index No. of 19 

For tise in Cash 
Drpariment 

COURT FEE STAMP 



ORDERS 
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FOR CONSUMPTION 

Dalai Na Signattn 

Importer's 
Name 

Address 



Port of Shipment 

Country whence 
Consigned 




be givep separately for each Claas or Description. 


Real value as 
defined in the 
Sea Customs Act 

Value on which duty is 
assessed 

1 

Doty 


1 

1 

Rate 





Rate 

Amount 

Tariff 

Ad 

Valorem 

Amount 

Rate 

1 Amount 

1 


Ra. 



Ri. 


Rs. ^ 

a. 


Total Value Rupees 
Total Duty Rupees 


1. Ibis Bill of Entry is presented subject to the Prior to Entry rules. 

2. For the purpose of Sec. 37 of the S. C. A. it is expressly agreed that 

it shall be deemed to be delivered on the date when the order for 
inward entry is passed and the Bill of Entry shall in fact4>e so deemed 
to be delivered. 

3. lyWe hereby declare the particulars given above to be true.. 

4. I/We hereby declare that I am/We are unable from want of full ln» 

formation to state the real value and contents of the packages above 
marked and pray that they may be opened and examin^ in 
presence of an Officer of Customs. 

5. It is hereby declared that the acceptance of a deposit of duty calculated 

on the declared value and description of the goods specified in the 
Bill of Entry before examination and assessment shall not be deemed 
to imply acceptance by Government of such declared value and 
description or to affect ri^t of Government under Sections 31 and 
32 of the Sea Customs Act imtil the Appraising Department shall have 
finally accepted each declared value and description. 

[This declaration to be struck out if not required.] 

Bombav, ^ j Signatxire of Importer or his Authorised Agmt 
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ContintLed from page 121] 

Of 5 cer-in-charge of the dock or wharf where the goods are lying, cut 
the importer will then be permitted to make or complete or perfect his 
entry. 

Bonded Warehouses 

Where, flbwever, the importer does not wish to take ,away the 
goods either because they are not wanted immediately by him, or 
because he wants to be saved the amount of duty being locked up, or 
because he wants to re-export them, he has to prepare an Entry for 
Warehouse " or " Entry for Bond." Here in Bombay, the Port Trust 
Authorities undertake to store the goods in their warehouses on payment 
of specified charges, and the importer removes the goods fiom Pert 
Trust Warehouses when he may require. In London, Dock Companies 
take them to their warehouses on similar conditions. If, hov/ever, the 
goods are dutiable, and particularly in the case of those canying heavy 
duty, such as wines, spirits, tobacco, etc. the importer applies to tlie 
Customs Authorities to remove his goods to their Bonded Warehouses 
without his being required to pay the duty. Special Forms for Entiy 
for Bond have to be filled in for the purpose according to the specimen 
given on pages 126 and 127. 

This system of Bonded Warehouses is naturally a great convemence 
to the importer of heavily dutiable articles and the Indian Customs 
Authorities under special regulations even permit large importers on 
their special request to keep their own warehouses under the Customs 
Bond, for which a special licence has to be applied for and obtained. 
The warehouse will then be known as a Pfivate Bonded Warehouse, in 
which dutiable goods belonging to the importer concerned are ordered 
to be kept without payment of import duty imtil they are taken out for 
actual use or consumption. The warehouses have to be built and 
maintained according to the specifications laid down by regulations and 
are, no doubt, kept irnder observation of the Customs Department, 
When these goods are wanted they can be removed from the Bonded 
Warehouses of the Customs on pa)nnent of the relevant duty and the 
warehousing charges. Where public instead of private warehouses are 
used the Authorities who receive these goods in their warehouses, hand 
over a warrant or receipt for these goods, |‘which in England are known 
as Dock Warrants and can be transferred^ on the sale of the goods to 
buyers, who thereby get the right to obtain the goods on the same 
footing as the original owner, viz the seller would have done. 
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If, on the other hand, the importer wishes to re-export the gooc?3. 
the procedure is that he has to prepare what is known as a Shipping Bill, 
furnishing particulars pf the goods, marks, numbers, etc. and the name 
of export ship and where she is lying. When this is passed by the 
Customs, the delivery note will be forwarded by them to the Officer-in 
charge of the warehouse together with the Shipping Bill. When the 
officer furnishes the certificate that ail the goods have been actually 
shipped for export the bond is cancelled. 

Export Duty 

Most of the exported commodities in India are free of duty, with 
the exception of a small number of articles on which an export duty 
is levied. The export duty here is generally charged on the nett weight, 
and the goods are shipped without delay after examination. Here also 
a shipping bill has to be prepared. 

Excise Duty 

This is a duty levied on goods or commodities which are produced 
within the country. This tax under the British Empire came into 
existence for the first time in 1643 through the Long Parliament. The 
commodities on which it is generally levied are liquors or wines or 
spirits, salt, etc. manufactured within the country. The distilleries of 
these liquors and spirits are maintained under the strict control of the 
Excise Department, who charge duty on any of these items on removal 
from the place where they are manufactured. 

Bounties 

Bounties are grants given by the Government to encourage certain 
industries with a view to enabhng them to compete with the foreign 
articles either in the local or foreign markets. Of course, this payment 
is a burden on the local taxpayer which is made with the predominant 
idea of encouraging new industries, during their infancy. 

The Drawback 

This is a repayment of duty which had been paid wken goods 
were imported at the time they are being re-exported; or on goods on 
which excise duty has b^n charged locally and which are now being 
exported. 

Subsidies 

These are payments, made with a view 
like the shipping industry with a view to 
carriage of mails, etc. Bounties are granted ^ 

[Contiiiued on page 129 
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Original BOX OF ENTRY 

To be Warehoused at 


Vessels 1 

General 
Manifest Na 

■■n 

Master or Agent 

Colours 

SS. 





Packages Details of Goods to 


Number and 

Marks and 

Quantity 

Descriptioii 

Descriptioo 

Numbers 

Unit 

Amount 

e-■ 



\ 

\ 

1 


Total No. of Packages [in words] 


G. B1 Cler^ 


lateNa of 19 

To beware town on 

OfiOERS 


or before 

COURT PBB STA&CP 

1 

1 



A s sistant Collector 




















FOR BOND 

‘ Bond No. 
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of Dalai No. 


Port of Shipment 


Country whence 
Consigned 


Importer's I 
Name J 


Signature 


Address 


be given separately for each Class or Description. 


Real value as defined m 
the Sea Customs Act 

Value on which duty is 
assessed 

Duty 



Rate 





Rate 

Amount 

Tariff 

Ad Valorem 

Amount 

Rate 

1 AmouBl 


Rs. 

1 


Rs. 

i 


Rs. 

a. 

L .. .... 


Total Value Rupees 
Total Duty Rupees— 


1 This Bill of Elntry is presented subject to the Prior to Entry rules. 

2 For the purpose of Sec. 37 of the S. C. A. it is expressly agreed that 

it shall be deemed to be delivered on the date when the order lor 
inward entry is passed and the Bill of Entry shall in ibct be so 
deemed to delivered. 

3 I/We hereby declare the particulars given above to be true 

4. I/We also apply for leave to deposit the goods mentioned herein the 

warehouse being under the Sea 

« private warehouse licensed 

Customs Act 

Bombay,^ | Signature of Importer or his Authorised Agent 

iVote.—The above Form is printed in India on yellow paper and is als;^ 
known as a “Yellow Bill or Entry" 






















Aasistent Cglicctor cf Custon^. Sigoaiure of Exporter or hi3 Authorised Agent, 
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industries like the shipping indastry with a view to incxease speed of for 
the carriage of mails, etc. Bounties are granted with a view to encou¬ 
raging industries, whereas in the case of Subsidies they are paid in the 
general interest of the nation. 

ORGANIZATION AND WORKING OF EXPORT TRADE 
Export Merchants 

The export merchants are large merchants who purchase goods 
locally and export them to foreign centres on their account and risk, 
instructing their branch offices or agents to whom, they consign these 
goods, to sell them at these centres on their behalf. These merchants 
also deal largely as export commission agents, by agreeing to purchase 
locally goods required by their foreign constituents, and despatching 
them according to instructions, charging a certain commission for their 
, services—^plus freight and other incidentals. In India most of this 
export business is under the control of large European firms, because 
the financing of imports and exports happens to be at present the mono¬ 
poly of exchange banks in this country which are all European banks. 
The Imperial Bank of India has of late introduced a department of 
fore^ exchange banking and it is hoped that this may lead to expansion 
of Indian exchange banking in course of time. The internal financing, 
however, particularly of produce and raw materials which form the 
predominant items of export from this country, is fortunately still in 
the hands of indigenous bankers and shroffs. They finance the crops 
from the centre of production to the destination where they are brought 
such as Bombay, Calcutta and Madras, whence they are exported to 
foreign countries, 

ExfKjrt Price Quotations 

We have dealt with this in great detail in connection with the heading 
Foreign Price Quotations " in Chapter III, which may be referred to. 

Bank Guarantees and Letters of Credit 

Mostly the export transactions are financed through banks, and tha 
use of letters of credit and documentary bills is frequent. Thus the 
export merchant who is asked to enter into contract for the purchase of 
produce from Indian merchants, and to send same by shipments to tha 
foreign country concerned, asks for a letter of credit through a banker 
in London or any other centre where the exports are to be sent. Hera 
the foreign importer wishing to open such a credit, approaches a 
banker in his own country and requests him to give him a letter 

e 
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addressed to the Indian export merchant or agent from whom be expects 
shipments of goods on credit. The banker gives this letter on obtaining 
proper security, which letter is addressed to the Indian export merchant or 
agent, authonsing him to make the shipment and to draw the bill of 
exchange on the banker according to the tenure, and up to the amount, 
stated in the letter of credit which the banker giving this letter agrees 
to accept and pay on due date, provided the said bills are drawn strictly in 
accordance with the terms ahd stipulations covered by the letter of credit. 
The usual stipulation in the said letter of credit is that the credit has to be 
made use of within the period stated in the letter: usuadly six months. 

If the banker undertakes to accept bflls drawn in accordance with 
such a letter without Conditions, the document is called an " open or 
clean " letter of credit. If, on the other hand, the stipulation is 
that the documents of title to the goods covered by the bills drawn 
against shipment are to accompany the bills, the letter will be called 
a “ documentary letter of creditTo take an illustration, supposing 
a merchant in London wishes to import from India cotton or seed, he 
arranges with a London banker to give him a letter of credit for a 
fixed sum, say £10,000 which is addressed to the merchant at the other 
^ end where purchase is to be made, say in Bombay. ’ In this letter the 
banker authorises the Bombay merchant to draw upon him drafts at 
thirty or sixty days after sight, or at any other period agreed upon, 
to the extent of £10,000, against shipments of cotton or seed made by 
him ; and the London banker agrees to accept same and pay same when 
presented in due course in London. It may be mentioned that the 
London banker arranges this accommodation on behalf of his customer 
either on his personal credit, or on some security lodged with him. 

Merits cf Revocable and Irrevocable Credits 

The credit thus given to the seller or shipper on the other side, 
may be either " revocable " at the banker's pleasure before the ship¬ 
ment is made, or " irrevocable " or "“confirmed ", as it is called. When 
it is " confirmed ", it is known as " confirmed banker's criedit" and 
when once so confirmed to fte benefidaiy, i.e. the person in whose 
favour the credit has been granted, the credit cannot be revoked except 
with the consent of the beneficiaiy, as otherwise the bankers would be 
liable to damages. The idea here is that the shipper in a foreign country 
wants his money paid to him in his own country against his goods which 
he is shipping outward. The merchant who imports, therefore, 
arranges with a first class banker in his own country, who is known 
in the country where the shipper is situated, with a view to lending his 
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(banker's) credit to him through the medium of this document, relying 
on which the foreign shipper makes the shipment and draws the bill 
on the banker. Thereafter, the foreign shipper easily gets this bill 
discounted in his country, with his own bank, on the guarantee of the 
letter of credit he holds from the importer's banker, in which the latter 
undertakes to accept and pay the said bill. Thus the producer gets 
paid immediately against his shipment. When the said bill with shipping 
documents is received on the other side, the drawee banker accepts and 
pays same, his importing customer meanwhile having furnished him 
with funds, i.e. before the due date. 

FORM OF A CLEAN LETTER OF CREDIT 

No. 650. 

The British National Bank, LtdU 
London, dated 15th May 1945. 
To 

Messrs. PREMCHAND NATHUCHAND & CO., BOMBAY. 

Dear Sirs, 

You are hereby authorised to draw drafts upon this Bank at thirty 
days* sight to the extent in all of £10,000, say Ten Thousand Pounds, and 
we hereby engage with the drawers, indorsers, and bona fide holders of all 
drafts drawn under and in compliance with the terms of this Credit, that 
the same shall be duly accepted pa 3 rable in London, England, on presentatioti 
in order and that they shall be duly honoured on presentation in order at 
maturity. 

This Credit will remain in force for six months from this date. The 
particulars of all drafts drawn against it must be indorsed on the back 
hereof, and the bills must specify that they are drawn under Credit No. 650, 
of the fifteenth day of May, 1945. 

We are. 

Yours faithfully, 

For the British National Bank, Ltd. 
(Sd.) John Mathtjsen> 
Manager, 

FORM OF A DOCUMENTAltY LETTER OF CREDIT 

No. 775. 

£15,000. 

The British National Bank, Ltd., 
L o n don, dated 15th May 1945 . 
To 

Messrs. PREMCHAND NATHUCHAND & CO„ BOMBAY. 

Dear Sirs, 

Yoi^ are hereby authorised to draw drafts upon this Bank at thirty dayaT 
sight to the extent in all of £15,000, say Fifteen Thousand Pounds, or invoice 
cost of goods to be shipped to Meters. N. Green & Co. of this City. ^ 
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This Credit expires, unless previously cancelled, six months from date. 
All drafts against it must be drawn and fully advised to us before that date, 
accompanied by Invoice, Bills of Lading issued to the order of the shipper 
and indorsed m blank, and Marine Insurance Policies. 

Particulars of all drafts drawn under this Credit must be indorsed on 
back hereof, and the bills must specify that they are drawn under Credit 
No. 775, dated 15th May 1945. 

We hereby engage with the drawers, indorsers, and bona fide holders of 
drafts under and in compliance with the terms of this Credit, that against 
surrender to this Bank of the abovementioned documents in order, the 
said drafts shall be duly accepted payable in London, England, on presenta¬ 
tion in order, and that they shall be duly honoured on presentation in order 
at maturity. 

We are, 

Yours faithfully. 

For the British National Bank» Ltdu 
(Sd.) John Mathusen, 
Manager, 

Working of Revolving Credits 

In case of firms doing oversea trade all the year round in certain 
commodities, a system of credit, accompanied by a provision for its 
repetition, is opened, which is commonly known among merchants and 
bankers as ** revolving credit As an illustration, supposing that a 
credit was opened between tlie two firms, one in England and the other 
in India, by which the Indian firm is to ship goods and draw bills 
against these goods on the English Bank, which the latter undertakes 
to accept and pay under what is called a revolving and confirmed letter 
of credit for a fixed period. We may further, for the purpose of our 
illustration, suppose that the credit is for Rs. 50,000. > The Indian firm 
makes its first shipment for the value of Rs. 10,000, which leaves a 
balanceyn credit of Rs. 40,000. As soon as the bill drawn against this 
first shipment of Rs. 10,000 is accepted and paid for in England, the 
credit again shifts back to the original figure of Rs. 50,000 and so on, 
until the period provided ior in the letter expires. Thus, what actually 
occurs in practice is that the clearance of one shipment virtually makes 
room for another of the same value, without fresh instructions being 
necessary ; and this is the object sought to be achieved by this system 
of dealing. Much, of course, would depend on the construction of the 
letter in which the revolving credit is arranged on the question whether 
the fresh bills were to be drawn after the others fall due, or after they 
were actually paid for and settled. (/. Burjorji & Co. v. International 
Banking Corporation, (1925) 27 Bom. L. R. 27). * 
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Trust Lettm or Tntt Bece^^ 

The asoal practice of bankers in connection with imported goods 
on which they have advanced money by accepting or discounthig docu¬ 
mentary bills drawn against these shipments, is to arrange with ware^^ 
house-keepers to receive the goods, and keep them in the name of the 
banker, until such time as the customer on whose account the advance- 
was made, pays die money. Some bankers do a large business of 
advances on shipments of tWs character and maintain their own ware¬ 
houses. There are cases, however, where for practical reasons, the 
customer has to be entrusted with the goods with a view to enable him 
to sen, or dispose them off, and out of the proceeds to pay the banker 
his advance# interest and charges. This is, of course, done only in 
the case of approved customers in whose integrity the banker has com¬ 
plete confidence, after taking sufficient care to see that their money is 
secure. With this view, they get a document executed by the customer, 
commonly known as trust letter**, in which the importing customer 
acknowledges receipt of the shipping documents concerned and under¬ 
takes to hold the goods represented by them, or the proceeds thereof, in 
trust for and as trustee of the banker. These trust letters, or receipts, 
as they are sometimes called, embrace stipulations by which the custo 
mer agrees to consult the banker at the time of the sale, as well as to 
apply the proceeds of the goods in the manner stipulated by the latter. 
The said letter also contains the usual stipulation on the part of the 
customer, to keep the said goods fully insured, and also to keep both tha 
goods as well as the money realised by their sale, distinct and separate* 
According to some writers, what actually occurs here is that the custe* 
mer practically h}^thecates the proceeds of the sale in discharge of 
the hen. 


FORM OF A TRUST LE T T ER 

I/We hereby acknowledge having received from you for your accoimt 

the undermentioned documents, viz.,... . 

....... 

and in consideration thereof I/We hereby imdertake to receive the goods 
therein specified and to hold the same and the proceeds thereof, in trust 
bn your behalf with authority to sell the goods for your accotmt but noi 
to make any other disposition whatsoever of the said goods, or any psrv 
thereof and in case of any contemplated sale otherwise than 

for cash, or 

on the usual trade terms, viz. cash in...days after delivery 

I/We agree to advise you to obtain your consent in writing to such sale. 
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1/Wc! further undertake to hand you the proceeds of all sales as sbon 
ta received to be applied against . 

and for the payment of any other indebtedness (whether certain or contin¬ 
gent) of mine/ours to you. 

I/We agree to keep the said goods insured to their full value against 
fire and other risks you may deem desirable, and to hand you the evidence 
of such insurance, the sum insured to be payable, in the event of loss to 
you, and in case such insurance is not arranged to your satisfaction, you are 
hereby authorised to effect insurance, the co&t of which I/We engage to pay. 

I/We further agree to keep the said goods stored to your satisfaction, 
and if requested by you to remove them at my/our expense to any other 
place of storage indicated by you. 

% 

It is understood, however, that you are not to be held responsible for 
the Suitability and sufficiency or otherwise of storage or insurance, and that 
all charges and expenses in connection with such goods are for my/our 
accounts. 

I/We further agree to keep this transaction separate from any other^ 
and to grant you the sole and absolute lien on the goods until you have 

received full payment plus charges indudihg your commission at . 

per cent, fcmd interest at the rate of . per cent, above Bank Rate, 

mi n i mum charge 5 per cent per annum, and you are authorised, if you shall 
think fit so to do, to apply for and receive direct from the buyers the 
proceeds of any sale, and I/We agree that as against me/us your receipt 
shall be a sufficient disdiarge. 

I/We further agree that no failure or omission on my/our part fully 
to carry out any of the provisions of this or any similar agreement shall be 
deemed a waiver by you of any of your rights or remedies under any of 
^ch agreements unless such waiver shall be in writing endorsed hereon and 
duly signed by you. 

It is further agreed that you may, at any time, cancel this trust and 
take possession of the said goods, or of any of the proceeds of such goods, 
wherever the said goods or proceeds may be found, and that the trust 
agreement is without prejudice to any of your rights or remedies for the 
Tccoverv of the ultimate balance on any account between us. 


Signed 


The Utility of Bills of Lading 

A Bill of Lading is a document of title to the goods which are 
shipped from one port to another In the case of a chartered ship, the 
c6ntract of afCreightaent or hire is embodied in the charterparty, and 










Practice of Foreign Trade 1S& 

therefore the Bill of Lading is a simple acknowledgment or receipt of 
the goods. In the case of a general ship where there is no charterparty, 
the Bill of Lading, besides being an acknowledgment of the goods, 
contains a contract of carriage ; that is, the terms and conditions under 
which the shipping company concerned agrees to carry the goods to 
their destination. The usual practice is that when the goods are deli¬ 
vered on board, a receipt is issued known as the “ Mate's Receipt 
This is a sort of provisional receipt given by the mate or the chief ofiBicer 
which is thereafter exchanged for a regular bill of lading in proper 
form. Each shipping company has its own form which is filled in and 
handed over generally in a set of three. The idea of giving it in a set 
is to enable the shipper to send each of the first two copies through 
two different routes for safety and that the third may be kept by the 
shipper for record. The goods are described on the margin of the Bill 
of Lading and the marks as well as the numbers on the packages are 
also indicated there. 

The peculiarity of a Bill of Lading is that it is a document of title 
to the goods and in case the goods are made deliverable to a particular 
person or to his order or assigns ", the bill of lading can be 
transferred by the original holder to anyone he chooses. This transfer 
can be made by endorsement or delivery, as the case may be, and the 
transferee acquires, by such a transfer, all the rights as to the goods 
shipped that the transferor had, and is also subject to the same liabilities 
as those of the transferor. If, therefore, a bill of lading is transferred 
by the shipper to some other person, whether such a person is a buyer 
or his mercantile agent lawfully entrusted with the bill of lading, and 
if that person, during the course of transit of the goods, endorses the 
same in favour of some other person, who purchases the goods in good 
fstith and for valuable consideration, the right of stoppage in transit of 
the original holder cannot be exercised against this last party. 

A bill of lading is frequently described as a negotiable instrument, 
though it is not one in the strict sense of the term. There are, 
undoubtedly, many points of resemblance between a bill of lading ttd 
a negotiable instrument, e.g. its • transferability by delivery 
with or without endorsement and without any notice to 
the person liable on it, and also that a transferee of a bill of 
lading can sue in his own name and give a valid discharge to the person 
liable. Thus some authors have called it a ^^si-negotiable document. 
It differs from a bill of exchange on the point of negotiability, because 
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in case of a InO of lading, a holder cannot give a better title than 
he himself has, whereas in case of a bill of exchange, a holder 
in doe couise, who received same for value and in good faith, receives 
same fivin all defences as to defect in title as could have been 
successfully pleaded against a previous holder, except, of course, forgeiy. 

The Marine Insurance Pdlicy as one of the 
Shipping Documents 

In modem times aU shipments are insured against marine risks, and 
policies of insurance are issued by private underwriters on the 
Lloyd's " in England, as well as by Insurance Companies. In India 
we do not have private underwriters ; and thus policies of insurance 
are issued by Marine Insurance Companies. When it is specifically 
arranged that the goods should be covered by a marine insurance policy, 
the regular policy must be taken out: as the premium receipts of 
insurance companies are not accepted by bankers and others through 
whom the shipping documents have to be negotiated. In case of C. L F. 
contracts also, where the buyer is bound to pay the price against the 
delivery of shipping documents, the seller must deliver, besides the bill 
of lading and invoice, a regular policy of marine insurance, and an 
insurance receipt will not do. 

Dock Warrant 

This is a document which is virtually a certificate from the Dock 
Company that certain goods which are described therein are in their 
possession, which they agree to deliver to any person spedfied by the 
owner. In other words the goods are held at the disposal of the 
depositor. This document requires to be stamped. The usual form 
in which Dock Warrants are issued is the following:— 

DOCK WARRANT 


(Stamp) .Docks Co. 

No. 19.. 

Warrant for . imported in the ship .. 


Master. 


from . entered by 


on the .deliverable to . 

by indorsement hereon . Kent commences 

.... and all other charges from the date hereof. 


cn the 
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Ledger No. 


Folio 


. Clerk. 

.Warrant Clerk. 

The question as to the suitabflity of this Dock Warrant as a 
security for an advance largely depends on the integrity of 
the parties concerned, as well as on the reliability and 
the substantial financial position of the dock or the' warehouse¬ 
keeper concerned. The banker here has to rely on the inte¬ 
grity of both these parties, accepting the contents^ of the warrant 
as accurate, which lays down the specification of goods concerned, on 
the ^valuation of which the necessary advance is made. The fact that 
tJiese companies have a lien on the goods for their charges for rent, etc* 
has to be borne in mind, though, of course, this lien gives them no right 
to sell the goods. Against the deposit of this warrant a '' memorandum 
of deposit in the usual form, or a letter of hypothecation is taken. 
Proper conations as to keeping the goods insured against fire by a 
correct t5q>e of policy has to be inserted in the documents. 

Warehouse-keeper’s Certificate 

This is a mere receipt, certifying that the goods are held by the 
warehouse-keeper which is usually expressed to be non-transferable, 
though, in some cases it is transferable by an endorsement. The mere 
statement as to the holding of the goods on behalf of the owner in no 
sense makes it a document of title. It is for this reason that this certi¬ 
ficate is not considered to be a proper security for loan by the The 

form of warehouse-keeper’s certificate is as follows 

WAREHOUSE-KEEPEB’S CERTIFICATE 


No. (Stamp) 

Not Transferable. 

Messrs. ... 

We hold at your disposal In our warehouse as per conditions on 
hereof .. ex S.S. 


Warehouse-keener. 
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Ddhety Order 

A Ddiveiy Order, as its name implies, is an order on the waiehottso* 
gian from the owner to deliver the goods mentioned therein to a parti’* 
oolar person. When a bank makes an advance on such orders it takes 
care to see that the goods are transferred to its own name before Tnaking 
die advance, as .otherwise the holder of a second delivery order in 
connection with the same goods, who has no notice of the banker's 
may obtain the goods by giving his copy to the warehouse. 
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THE MODERN BUSINESS OFFICE 

FILING AND BfECHANICAL APPLIANCES 
Introductory General Rettiarks 

In connection with business offices we have already dealt with some 
of the aspects of purchase and sale departments, and in course of this 
chapter shall confine ourselves to aspects such as record of inward and 
outward correspondence, filing, indexing and office mechanical appliances 
used in order to save time and labour as well as improve efficiency. 

In connection with correspondence generally, the modem office has 
to be equipped on up-to-date lines in view of the fact that hundreds, 
if not thousands, of letters are received and despatched daily by large 
organizations. The gigantic proportions to which correspondence of 
large concerns has grown in actual practice, can be gauged from the 
feet that there are a number of business offices in London and New 
York, which maintain a separate sorting department to which cartloads 
of letters, received eveiy* morning and at fixed intervals during the day, 
are sent to be sorted and distributed among the departments to which 
they relate. The «ionnity of the task of having to file these letters 
after they are dealt with, so that they can be traced with the least delay 
when required, can easily be. imagined. The modem method of 
scientific filing and indexing has solved this problem as will be noticed 
in this chapter 

The Handling of Inward Correspondence 

Inward correspondence is generally made up of orders received 
and remittances sent, enquiries, complaints, etc. which should |p0 
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attended to promptly and wfifc care by competent officers. The sorting, 
department, or the clerks to whom the work of attending to the inward 
correspondence is assigned, should be instructed to stamp or write on, 
each letter the date and time of receipt, in order to guide the office as 
to delay, if any, that*may have occurred. The letters are then separated 
and sorted according to departments to which they relate. Many large 
concerns prohibit employees and officers from getting their letters 
addressed to their offices, particularly where the office correspondence 
is heavy; because otherwise, the work of the sorting department may 
be made unnecessarily burdensome. The letters are opened by tha 
sorting department in the presence of a responsible officer deputed for 
that purpose. Those containing remittances are taken charge of by 
the chief official who makes a note on the letter as to the amount which 
the letter carried with it: and as such remittances are mostly made up 
of cheques, the cheques will be immediately crossed with the name of 
the banker of the receiving office and made payable into the account 
of the said office. Rubber stamps for this purpose are used. list of 
these remittances is also prepared on a separate paj^r and totalled 
with the help of an adding machine, and handed over to the cashier^ 
who checks spae, and returns a duplicate copy of the list to the sorting^ 
department to be forwarded to the accounts department for the purpose 
of checking same with the paying-in-slips prepared by the cashier for 
the banks to which the money is sent for collection. Each department 
is assigned a letter of alphabet which is stamped on each letter as it is* 
being sorted for the purpose of being sent to that department; and a 
serial number is given to the said letter. The series of the numbers ai^ 
restricted to a particular number say 10,000 after which a new series is 
begun. The letters are then sent to various departments and those which 
qnly deal with remittances are handed over to fhe cashier. An inward 
mail summary is prepared prior to this distribution, a copy of which is 
sent to the manager or the chief official of the concern and one to each 
department concerned, including the filing department. The filing 
department has to see that after the letters are dealt with they are 
received by them for the purpose of being properly filed ; and thus this 
list which is sent to them forms a guide. In case any of the letters 
which refers to a remittance being enclosed is received without remit¬ 
tance, the head of the postal or sorting department makes a note of it 
on the said letter, •and puts his initial thereon ; so that the party con¬ 
cerned may be immediately informed of the omission of the remittance. 
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Pfeparatu>ii and Organised Record of 
Outward Correspondence 

Id case of ontward correspondence it is now usual to get carboa 
topies of the letters, instead of the old-fashioned press-copy. There 
are many letters which require special and particular attention of thr 
head of the dq)artment or his immediate assistant, whereas there are 
others requiring stereotyped replies. These stereotyped replies were 
caiginally drafted (known as form letters) by responsible officers to be 
coined juniors from the original copy. With reference to various 
questions that recur in course of normal correspondence of an office. 
q>ecial form paragraphs are also prepared to be used in course of 
cmre^pondence in appropriate cases with or without modification. Here 
not only corre^iondence is simplified as fax as labour is concerned but 
the hand of the expert official is kept prominent in all the answers sent 
out to enquiries, etc. Here while dictating a letter, the officer con- 
cexned only refers to the number of the paragraph to be copied in the 
file or the cutting book. The paragraphs, of course, are also appro® 
pijately headed, e.g. acknowledgment of remittance ", " acknowledg- 
ntfdit of shipping documents ", " reason for late delivery ", etc. Corres¬ 
pondence in suq^ense is kept in a sjKcial file, with memory ticklers, or 
^ps stating the (bites on whidi they are to be brought to the notice of 
ttie official conccmcd, whereas completed correspondence is forwarded 
Id the fifing department to be finally dealt widi. 

With reference to letters ready for despatch they are handed over 
Id fecial clerks usually known as the postal clerks ^nho must see that 
the letters are duly and safely posted. Care should be taken to see that 
where two or three letters are sent by the same department on the same 
day to the same firm, oidy one envelope is used, thereby economising in 
postal expenses, A special clerk should be^in charge of stamps ; or a 
q>ecial stamping or franking machine may be utilised. This machine 
is described a little later. One other particular care which should bo 
taken by those who dictate letters is to see that at the foot of the letter 
the enclosures are spedficafiy stated, so that the clerk in charge of sealing 
envelopes and folding letters is%ble to see whether the relevant enclo¬ 
sures are enclosed. To save time and trouble in having to address: 
envelopes window envelopes are used. These window envelopes have 
a transparent opening in the front and the letters are so ffilded that the 
name and address of the addressee is visible throu|^ the transparent 
window-like openiog. 
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THE MODERN AND OLDER METHODS 
OF FILING 

We shall now proo d to deal with filing of letters, but before domg 
so shall take up the olu iashioned press-copy book which is still in use 
in some ofhces. 


i \e Out of Date Press-Copy Book 

This book is now virtually out of date and out of use in most of the 
business offices. The only merit of it happens to be the fact that the 
press-copy book affords the most useful evidence of the fact that a 
particular letter was written on a particular date, in the regular course 
of business. In case of large firms the press-copy books are divided 
either on alphabetical or geographical basis. Thus one press-copy book 
may record press copies of all letters written to customers whose sur¬ 
names begin with letters A to '' E the other with " F " to “ ly, 
and so on. When, however, the correspondence is not large enough, 
and the business concern has correspondents in different parts of the 
world, it may be found convenient to divide the press-copy books on 
geographical basis, say, one or more may be reserved for correspondents 
in Europe, one or more for those in the Far East, one or more for those 
in America, and so on. When more than one press-copy book is used 
in connection with any one geographical designation, the alphabetical 
sub-division may also be advantageously applied. Thus in case of press- 
copy books assigned to correspondents one may be assigned to letters 
A, B and C, the other to letters D, E and F, and so on. In each press- 
copy book letters are press-copied in order of date. Thus, if a letter 
is to be referred to and the date is known, one can easily find the letter 
required. If, on the other hand, the date be not known, but the name 
of the party addressed is the only guide, the index attached to the press- 
copy book should be referred to. This index is to be found in every 
press-copy book at the beginning or at the end. Here a number of pages 
of writing paper, as distinguished from the tissue paper pages for press- 
copy, are bound up in this book and are alphabetically marked to distin¬ 
guish the division. While indexing copies of these letters in the press- 
copy book, the clerk in charge should write the surname of the addressee 
on that page of the index which is indicated by the first letter of the 
alphabet with which, in the case of a sole trader, the surname, and in 
the case of a firm or company the principal name, begins ; and stating 
against each name the number of the page on which the said letter is 
copied. All additional letters addressed to the same party should be 
indexed by indicating the number of page in front of the said name one 
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after another with a comma after each number. Thus if William Green 
is the trader whose letters are press-copied on pages 17, 24, 37, 55 and 
65, the name would appear in the index under letter ** G '' as follows: — 

Green, William, 17, 24, 37, 55, 65. 

Where a very large number of names are to be indexed alphabeti¬ 
cally, each letter is again sub-divided into five sub-divisions, to represent 
^ch of the five vowels, viz. a, e, i, 0 and Thus in B division, names 
beginning with Ba, Be, Bi, Bo, Bu, would be indexed separately for 
facility of reference. This method is called '' vowel indexing'". Fre¬ 
quently in addition to this routine indexing cross reference is resorted to. 
This cross reference is indicated in full in blue or red pencil on each 
page of the press-copy book, showing the page immediately preceding 
and one immediately succeeding, on which letters written to the party 
as indicated on the page concerned, are press-copied. Thus supposing 
that page No.-55 is the one on which a letter addressed to William Green 
is press-copied and the cross reference indicates 44/65. This means that 
the letter immediately preceding the one in question addressed to this 
party, viz William Green, has been press-copied on page No. 44, and also 
that the one immediately succeeding has been press-copied on page 
No. 65. 

^The Old Fashioned Pigeon-hole System of Filing 

This system of filing correspondehce is one of Ijie most ancient 
systems known which is still in use in Government as weU as lawyers' 
offices. Under this system nests of pigeon-holes, each consisting of at 
least twenty-six holes, one for each of the letters of the alphabet, are in 
use. -Supposing that correspondence of a firm is limited and only one 
nest of pigeon-holes is in use, the system would be worked as follows: — 

Each pigeon-hole indicates a letter of the alphabet, and thus all 
correspondence with constituents whose surnames begin with the letter 
A " are to be filed in the pigeon-hole " A This filing is done by 
docketing the letters of each correspondent separately. Supposing that 
a letter is received from a constituent called '' John Adams " which has 
been replied to. The original letter, plus either a carbon or press-copy 
of the reply, would be wrapped up in a thick hand-made paper and 
folded lengthwise. On this docket, i.e. the wrapper in which this 
correspondence is wrapped, would be written in big black letters the 
name, Adam, John 1930," followed by a short summary of the con¬ 
tents oi ike said letters in one line entries, plus the dates. The firm's 
correspoikience during the year 1930 with John Adam would thus get 
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accumulated in this docket, ready either for reference or for being taken 
out of the office in an emergency. Where correspondence is heavier, as 
many pigeon-holes or nests of pigeoii-holes as circumstances may 
require, may be utilised for each letter of the alphabet. If necessary, 
sub-divisions on the vowel principle as indicated in the case of press- 
copy books may be usefully applied, and in case of large business firms 
having numerous correspondents all over the world, the geographical 
division may also be tacked on the alphabetical system with great advan¬ 
tage. At the end of the year, the pigeon-holes are cleared, the corres¬ 
pondence tied up in bundles and stowed away in boxes, each box being 
labelled indicating the letters of alphabet as well as the year during which 
correspondence was carried on. Thus, at the end of the year 1930, 
bundles of letters of that year would be labelled as: — 

Correspondence Correspondence Correspondence 

'*C^Mo‘‘D" “E''to'*F^' 

1930 1930 1930 

It may be added that the process of folding the correspondence in 
a wrapper with the name of the constituent, plus the year and a brief 
reference as to the date and contents of each letter written on it is known 
as “ docketing " 

The Modem Fiat System of Filing 

In case of flat system of filing, which is an improvement on the 
old pigeon-hole system, either card-board covers or drawers of specially 
made cabinets may be utilised as files. In cases where the card|i)oard 
covers are utilised, files known as Pilot'' files are us^. In 
the case of pilot file, a pilot in form of a metal holder made of wire with 
a mechanical contrivance for fixing and detaching one end of the pilo4 
which enables letters being removed or inserted at pleasure, is used. 
The files are neatly prepared and artistically finished. On the outer cover 
of this file labels are attached, or pasted, on which the alphabetical or 
geographical division concerned may be indicated and kept in shelves 
ready for reference. Supposing that a firm uses a number of files divided 
according to the alphabetical arrangement, the method employed for 
filing letters would be as follows:—Letters received from William Baker, 
together with a carbon-copy of our reply to him would both be inserted 
in the pilot file concerned, by detaching the ends with the help of a lever 
which is attached to the Pilot On the top of this letter a thin card¬ 
board page bearing the name of William Baker, would be inserted 
to mark the segregation to Baker’s correspondence from that 
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ei others in the same file. For the purpose of insertion two boles eze 
punched in the letter with the help of a puncher sold together 
with this file. In the same way, letters from Robert Blaney, 

another correspondent whose name begins with the letter " B " and 
replies to him, would be inserted in the same file and so on with all 
correspondents whose surnames begin with letters of alphabet indicated 
by this particular file. The advantage of the pilot system is that if 
at any time a particular letter of a particular correspondent 
has to be removed from the file, that can be done without 
disturbing the other letters filed there through the help of the 
lever attached to the metal pilot in the file. In the case, of 

firms having a large number of correspondents, one file or a number of 
files may be assigned to a single letter of the alphabet, and if necessary, 
the sub-division according to the five vowels, viz. A, E, I, O and U, 
may be resorted to as in the case of the pigeon-hole system. Frequently, 
it is found convenient to sub-divide the files on the geographical plan. 
Thus a firm may have a number of files, say, for correspondents in the 
United Kingdom, Germany, France, United States of America, China, 
Japan, etc., besides having a set of files for home use, say, for corres¬ 
pondents in India. It would thus be seen that pilot files can be used 
with advantage by firms having a large number of letters to deal with 
and the neat get-up permits of their being kept in book-cases ; thus 
improving, if anything, the general appearance of the office. There are 
cases where in place of the card-board pilot files, filing cabinets with a 
large number of drawers of suitable size, with the pilot fixed in each, 
are i^d, so that the correspondence lies flat in these drawers. Th^ 
draw^ may be alphabetically indexed in the same manner as in the 
case of card-board files. These two systems of filing are called the " flat 
system " of filing, because here the letters lie flat. 

The Alphabetical Vertical System of Filing 

The vertical ^stem of filing, otherwise known as upright filing, is 
maintained either (i) alphabetically or (2) numerically. The alphabetic 
system is one in which a cabinet or a number of cabinets with drawers 
are used. The drawers are so made as to admit of the letters being 
kept in a vertical or upright position. Each of the drawers is alphabeti¬ 
cally numbered, and when correspondence is sn^all, a number of letters 
of the alphabet may be assigned to one drawer, whereas in cases where 
the same is large, a number of drawers may be assigned to a single 
letter, of the alphabet. The letters received from each correspondent, 
together with carbon copies of the replies sent out to each of them, are 
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ananged in order of dates and placed in a separate folder. The folders 
are numbered. Thus in the drawer indicating the letter " D " folder 
No. I may indicate Dunner, W.'s Correspondence, No, 2 , David, R,, 
No. 3, Dunlop, P., and so on. If, however, this drawer is assigned to 
more than pne letter of the alphabet, say, to letters, D, E and F, folders 
containing letters relating to the correspondents beginning with the 
letter " D " would be kept in one group, letter " E " in another group 
and those with letter F in a third group ; each of the divisions^ of* 
the group being separately indicated by thick card-boards'with a project¬ 
ing end bearing the letters of the alphabet concerned. It will thus be 
seen that whenever a letter from the correspondence relating to a parti¬ 
cular correspondent has to be referred to, the same may be easily traced 
in the respective folder which contains all letters, plus the replies, in the 
proper order of dates. At fixed intervals these folders are sorted, and 
old, out-of-date correspondence removed, tied up in bundles and labelled 
as described in the case of the pigeon-hole system. 

f 

The Numerical Vertical Filit^ Suited to Concerns 
Dealing with Heavy Correspondence 

Card-indexing is generally applied here. This is a system whicj^, 
through the help of cards, one is able fo index correspondence (besidib 
many other items with which we are not at present concerned) parti- 
cujarly where the number of letters Received and seat out by a particular 
firm is very large. For example, if in the case of the vertical syst^ 
which We discussed above, correspondence is heavy, and a very large 
number of correspondents whose names begin with a particular letlef 
of the alphabet have to be attended to, making it necessary for a number 
of drawers being used in connection with a -single letter of the al^f^habet, 
indexing of letters on the simple plan of an alphabetical divi^on of the 
drawer will not be found to be working satisfactorily. In this case foe 
numerical system will have to be applied, witii card-mdexing attached 
to same. This will be done by assigning to each drawer numbers, as t 
fo 25, for the first drawer, 26 to 50, for the second, 51 to 75, for foe 
third, and so on. Each correspondent will thus be known by a number 
and one folder bearing a particular number will be assigned to each of 
foe said correspondents. The card index would thus record the fuS 
name and address of the said correspondent, plus the number of foe 
folder in which his correspondence is kept. Supposing that Robins, 
William ’* has to be indexed, and we find that foe folder No. 575 is 
«npty and ready for use, we place “ Robins, William's " corr^pimdence 
In this folder, which ts made up of letters received from him and foe 
10 
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caxbon->copies of our replies, and place the folder in the correct 
drawer which indicates No, 575, We thus take the card used for 
indexing the parties and write out on that card the full name and 
address of “ Robins, WiUiam " plus his number as follows : — 

ROBINS. WILLIAM, No. 575, 

557, Clive Street, Calcutta. 

The above card is then placed in a drawer which contains all cards 
containing names, addresses and numbers of the correspondents. These 
xssixds are kept in a specially made drawer and the sub-division of the 
alphabetical number is indicated by the index card on projected ends. 
Thus our card in connection with Robins, William would be placed 
among the cards which are to be found in the group covered by the 
index card R But in case the card R '' has to be sub-divided 
.according to the hve vowels. A, E/I, O and U, there may be cards 
indicating Ra, Re, Ri, Ro and Ru. These cards are kept in their qorrect 
places by a rod inserted in the drawer from outside which runs right 
through them. Where correspondence is small, one drawer may be 
sufficient to hold all these cards, if not, a number of drawers may be 
used, sub-divided into so many alphabetical divisions. Frequently with 
•advantage these cards caiyy, besides the names of the correspondents 
with their folder numbers, their complete addresses ; and are thus very 
convenient for use as a sort of address index, ready to be handled in 
connection with circular letters, price lists, catalogues and follow up 
letters. 


LOOSE-LEAF OR CARD LEDGERS 
Here we have a method of account-keeping on double-entry prin¬ 
ciple, by means either of books composed of detachable leaves, or loose 
cards filed in drawers, instead of the usual bound books. Loose-leaf 
ledgers consist of sheets, ruled like the pages of an ordinary bound 
ledger, such sheets being inserted in, or taken from an expanding binder, 
as and when required. The binder or cover is provided with means 
for expanding the back so as to hold varying number of leaves. These 
leaves are punched with uniform holes and after the necessary leaves are 
placed within the binder, by a mechanical locking device, they are held 
strong and secure in their places ; and no leaf thereafter can be inserted 
or removed without the lock being opened. Card ledgers are woBced 
on exactly the same principles, except that the cards are kept in special 
trays or drawers. Every card has a hole punched through it. The 
trays or drawers, in which the cards are kept, are fitted with a metal 
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rod which can be inserted through the cards, and thus every card gets 
automatically locked in position. 

Loose-leaf ledgers or card-ledgers are very largely used in business 
houses and manufacturing concerns, in preference to, or side by side, 
the usual bound books. Though it cannot be contended that in every 
single instance, these are better than fast bound books, it is generally 
agreed that accounts and records of the majority of businesses can be 
more efficiently and economically kept in loose-leaf books imder proper 
safeguards. 

In loose-leaf ledgers, each account is given a separate leaf. No 
blank leaves are reserved in the middle for extension of any account 
beyond one page. Leaves when full, can be removed and replaced by 
fresh blanks ; and dead accounts can also be removed, thus maintaining 
the ledger to contain only current or live accounts. All full pages and 
dead account pages, removed from the ledger, are kept in a transfer 
binder, with similar locking devices, so that whenever a reference to 
past or closed record is necessary, it can easily be had. 

The advantages as claimed on behalf of loose-leaf or card-ledger 
systems over the fast bound ledgers are: — 

(1) The current ledger is not cumbered with dead or closed accounts 
as these are taken out and hied in transfer binder. It does not 
even contain a number of blank pages. The ledger thus contains, 
at any time, only live accounts, and is never unwieldy nor does it 
ever get old. 

(2) No frequent opening of new ledgers and every time fresh indexing 
is* necessary. The loose-leaf ledger is a continuous record of all 
live accounts from year to year. This saves a great deal of waste 
of time and material. 

<3) Any number of leaves referring to one accoimt can be kept together, 
consecutively, in the transfer binder with an uninterrupted record, 
instead of being scattered about in several books. 

(4) There is no need for an index as the leaves and cards are arranged 

and also can be, at any time, altered and re-arranged alphabetically 
or numerically as required, and new pages and accoimts can always 
be inserted in their proper place of index. Again, alphabetically 
indexed pages can be easily reindexed numerically or geographi¬ 
cally or vice versa, as required. ^ 

(5) The work of posting rendering statements or taking out balances 
can be distributed to a number of persons, by unlocking and dis¬ 
tributing pages, and thus time is saved; again, as there are no 
dead or closed accounts or blank pages to intervene, a tHal balance 
can be prepared more quickly. 
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(6) Though the system seems costly in its initial stage, it is very econo* 
micai in its yearly upkeep. The only expenditure required from 
year to year being a fresh supply of leaves to replace the dead or 
useless matter. Again, there is not a single blank page cast away 
imutilized in “ Old Ledgers ” as is die case with bound books. The 
system is thus less expensive than ordinary koimd books. 

(7) Ihe despatch of monthly statements and trade circulars is expedited* 

It is contended, on the other hand, that unless there is efficient check 
and supervision upon the stock of loose-leaf or cards, upon their issue, 
insertion or removal, the system is open to grave disadvantages. 

Disadvantages in absence of extra and efficient supervision are: — 

iX) Cards or leaves may be accidentally or wilfully lost or destroyed 
or substituted to commit or conceal a fraud. 

(2) The uncertainty whether such ledgers would be recognized in a Court 
of Law as an evidence of correct record. 

(3) Its comparatively heavy cost in its initial stage. 

The safeguards which are suggested to counteract these disadvan¬ 
tages are: — 

(1) Scientific system of internal check. 

(2) Keeping the ledgers on self-balancing system. 

(3) Stock of all blgink leaves or cards should be under responsible 
control, i.e. in the hands of a manager or secretary, unconnected 
with the accounts department. The issue of fresh leaves as well 
as supervision, re-insertion or removal, both in case of current as 
well as transfer binders must be in the same hands. 

(4) Keys of the locking devices of all ledgers should also be kept with 
the same manager or secretary who would thus have a complete 
control over the blank as well as written up leaves or cards. 

(5) Special marks may be stamped on^ the cards used or loose-leaves 
may have special water marks or otherwise be given a distinctive 
character. 

The loose-leaf ledger principle may be extended to subsidiary books 
aIso,> with great advantage. Separate binders are kept for Sales Book, 
Purchase Book, Cash Book, Stock Book, etc., both for current work 
and completed work. As leaves are detachable, posting of past transac¬ 
tions can be distributed among clerks without disturbing the current 
account. By carbon or typewriting duplicating process, exact state¬ 
ments of customers' accounts, as they stand in the ledger, could be 
rendered from time to time, without any extra labour. 
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DRAFTING OF TELEGRAMS 8C 
TELEGRAM CODES 

A business office has frequently to send out telegrams as a speedy 
means of communication. In this connection it need hardly be pointed 
out, that every word in a telegram means so much expense, and thus, 
in drafting telegrams, particularly for foreign countries, great care and 
ingenuity have to be employed. Not only brevity is the ideal to be 
kept in view in this connection, but ambiguity has to be carefully 
avoided, lest the result would be worse than that sought to be avoided. 
What is wanted is both clearness and brevity, irrespective of corre<toess 
of style or language. The object of the writer of a telegram is to make 
his meaning clear in as few words as possible, and, therefore, he should 
not bother about grammar or the style of expression. The best that 
could be done by the would-be sender of a telegram, is to write out the 
full message in his usual style, and thereafter to knock out all words 
which appear to be unnecessary in order to express the idea covered 
by the message. In the case of large firms who are constantly in commu-, 
nication with others through the medium of cables and telegrams, the 
usual practice is to use telegram codes. The telegraph offices are 
prepared to take inland telegrams which are not of an objectionable, 
or alarming character, and which are written in plain language, i.e. 
one " which offers an intelligible sense, in English or in any Europes^n 
or even in any of the Indian languages, and is counted at the rate of 
one word for each fifteen characters, plus one word for any cx^ess^ 
Plain language inserted in the text of a telegram containing words in 
code language is, counted at the rate of one word for each ten charac^ 
ters,*' whereas in the case of foreign telegrams, it is provided that the 
International Telegraph Convention to which the Government of India 
is a party, has the power to stop the transmission of " any private 
telegram which might appear dangerous to »the security of the State, or 
contrary to the laws of the country, to public order, or decency ". In 
this case it is provided that " telegrams in plain language composed of 
words, figures and letters, which offer an intelligible meaning will be 
accepted. They may be expressed in any of the principal European 
languages and certain others. They must be written in Roman 
characters." 


Telegram G>des 

Firms having frequently to exchange telegrams for business 
purposes, generally arrange to do so through the medium of telegram 
codes. ^ These telegram codes sxc made up of real words, or pronounce* 
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able groups of letters having the appearance of real words. Each of 
these words is given a distinctive sentence, or message, so that when a 
particular message is to be sent, the same may be communicated in a 
single code word indicating the said message. Many firms get their 
private codes specially prepared, whereas there are in use what are 
called public codes sold on the market, such as the ABC 
Anger's ", etc. The preparation of a private code requires ingenuity 
as well as experience of the nature of the business concerned which makes 
one familiar with the nature of the messages which are frequently 
exchanged. Generally speaking, the code is divided under headings, 
such as "Offer", "Acceptance", "Shipment", "Brices", "Com¬ 
plaints", etc. Under each heading the group off messages that are 
likely to be requisitioned in the course of the business concerned are 
written out, to each of which a word selected in the dictionary order, 
which is not likely to be used in connection with the business, is assigned. 

We shall illustrate this by an example. Supposing that the following 
messages occur under each of the headings indicated above, to which 
specific words are assigned as follows, the code will xead as under.— 


Acrigerm. 

Aerolite. 

Aeronaut. 

Affajmsh. 

AfiSnity. 

Afforce. 


Offer 

We offer firm. Reply immediately. 

We quote but cannot offer. 

We offer firm subject to your reply within a week 
We shall offer by next month. 

We cannot offer because we are not on the market at 
present. 

Wc cannot offer but can procure offer at your risk. 

And so on. 


Bable. 

Baboon. 

Babylonian. 


Badllas. 


Baculine. 


Acceptance 

We accq)t your offer received today. 

We cannot accept your offer received today, but counter^ 
offca:. 

We can accept only half the quantity offered at the 
rates quoted. Please confirm. 

Your offer too high for acceptance looking to our markets 
rates today. 

Market closed ; so offer cannot be considered. 


And $0 
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Cabriole. 

Cadres. 

Caducous. 

Calamander. 

Calaraite. 

Calemus. 


Daggle. 

Dalala. 

Daman. 

Daunt. 

Dauphin. 

Dawdle. 


Edanta. 

Effani. 

Effigy. 

Effahix. 


The Modem Bttsiness Office 
Shipments 

Early shipment wanted. 

Shipment early in the month of . . . 

Survey of shipment delayed through accident in the 
factory. 

Cannot get freight for shipments till the end of the 
current month. 

January shipment. 

February shipment. 

And so on. 

Prices 

Prices remain Unaltered till further notice. 

The prices have risen by 8 annas per dozen. 

Prices have fallen by 8 annas per dozen. 

Rupees 15 per gross. 

$t ib »» »» 

17 ** »> 

And so on. 

Complaint 

Goods per last shipment arrived damaged. Report 

follows. 

We have no advice of shipment from you yet. The 
buyers are getting impatient. 

Goods received being inferior quality, plea^ name your 
surveyor. 

We regret shipment was not accepted as arranged ;• shall 
hold you responsible for damages and sue on it. 

And SO on. 


Opher Telegrams 

The cipher telegram is generally composed of group of letters or 
figures. The telegraph authorities consider it desirable that the public 
should avoid, as far as possible, the use of letters in a cipher, because it 
is less easy to transmit‘the .group of letters \^hich cannot be reduced to 
pronounceable words, and are thus more liable to error. Generally, the 
ciphers are made up of a group of Arabic figures, the figures indicating 
a certain message. A combmation of plain language, code or cipher. 
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formed by ninning together two or more real words is prohibited. 
Besides, the cipher should be either wholly of letters or wholly of figures. 

The Indispensable Telephones 

Telephones are now used all over the civilized world and particularly 
by the business community. These telephones are now increasingly 
worked on what is called the automatic system, under which the sub¬ 
scriber who wishes to call any other subscriber has not to communicate 
with the exchange but on moving the disc he can get the required 
number to talk to him. In other cases where this automatic system is 
not applied the exchange has to be called in order to get the number 
wanted. Besides telephoning within the limits of the town, arrange¬ 
ments are made on what are called the trunk system, under which the 
most distant places can be brought within the reach of the message on 
the telephone. This would be a more convenient method of negotiation 
compared to telegrams were it not for the fact that the trunk system 
costs much more than the ordinary telegram: but we trust that time 
may come when the cost will be reduced to normal limits with a view 
to bringing the Telephone trunk system within the easy and daily reach 
of the business community. 

In many offices where a large number of telephone messages are 
received there is generally a telephone clerk who attends to them ; and 
frequently private lines are taken leading to the desks of various heads 
of departments. 

MODERN OFFICE APPLIANCES 

We shall now proceed to consider the modem office appliances that 
have come into great prominence and are largely used by ah' important 
offices. 

Utility of Typewriters 

These machines are familiar to all who have had anything to do with 
a business office, and have now entirely superseded the pen. The use of 
these machines not only makes it possible for the businessman concerned 
to produce letters which are neat but also to produce them at a rapid 
rate throu^ the assistance of expert operators. Duplication through 
carbon papers in the case of t)q>ewriters is also made much more 
easier than in the case of pen. The typewriter is also made more useful 
through the introduction of special Key Boards which makes it possibV 
to get tiie most intricate t5^writing work done on it. There are type¬ 
writers for standard office use for the purpose of correspondence, 
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well as those specially adapted for typewriting invoices, statements ol 
accounts and for doing columnar and tabulating work. Portable type¬ 
writers are also specially manufactured for the business and professional 
men who travel. There are special typewriters also made for mechanical 
accounting. Frequently typewriters are used for the purpose of writing 
cheques. In such cases care should be taken to see that a black copying 
indelible ribbon is used, as the ordinary purple carbon, green or blue 
ink can be easily removed through the use of acid. 

The other purpose for which* the typewriter is used is for cutting 
stencils for duplicators. Here the typist should see that each type 
strikes the stencil squarely with equal force, with a view to producing 
uniformity and a neat result. Electric power is now being used on 
special typewriters called ' electric t)q)ewriters' where the actual typing 
is done by power, thereby considerably augmenting the speed. 

Advantages offered by Dictating Machines 

Hie shorthand writer who facilitates the work of dictation and tran¬ 
scription of business letters, is now threatened with extinction by new 
inventions on the market of dictating machines. These make 
it possible for a business man to dictate his letters, reports, 
etc., at his leisure and at all convenient times, whether in 
his office or while on tour or while resting in the peaceful 
surroundings of his house. The machine faithfully records the 
dictation on a special record which is then sent to the typist, who, by 
hxing it on the reproducing machine, gets the dictation repeated to him 
on the same principle as that of a phonograph. This machine can be 
regulated as to the speed of the dictation to suit the typist. The records 
are made in the form of wax cylinders, and are capable of recording 
1,000 words. The dictation can be given at any speed the dictator 
desires, and the typist in his turn, can regulate the receiving machine in 
a maimer that would suit him, i.e. his speed on the typewriter. Whfle 
dictating, if the dictator wants to make any alteration, there is an 
arrangement by which he can hear what he has himself already dictated 
or any part of his dictation, and make the necessary amendment The 
cylinder on which the dictation is taken, after it is used up, can be 
placed on a machine called a " shaving machine ", on which the dicta¬ 
tion is wiped off and the cylinder can be used again. Thus the time of 
the t5q>ist is considerably saved, as he or she has not to take down the 
shorthand notes but only to continue to type from the dictated cylinders 
handed over for the purpose. 
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Combination of Telepboae Plus Dictating 
Machine 

A new device is now perfected by. which the telephone can be har¬ 
nessed to a dictating machine, so that the actual telephone conversation 
on both ends may be taken down on the dictating machine where it is 
desired that such telephone conversation should be kept on record. 
Long telephone conversations of important character can be thus placed 
on record for future reference ; and by the use of what are called win 
cylinders, the continuous conversation for an indefinite period may be 
recorded without interruption. These machines are particularly of 
great importance to newspaper offices for the purpose of press reporting. 
This not only conveniences the newspaper offices, but in case of trunk 
calls, this device saves them an amount of money, because the party 
sending the message is here able to talk as fast as he desires, and thus 
give the message in the shortest space of time. Where the telephone 
conversation has to be heard by a board of directors or committee, or 
even in the case of public meetings, microphones are connected with 
the dictating machines. 

The railway companies have now provided special dictating com¬ 
partments on some of their long distance trains, so that commercial 
travellers may dictate on the machines kept by the railway offices, on 
their own cylinders, while they are travelling, which dictation, may be 
type-copied thereafter. 

Modettiised Duplicating Machines 

Vanous types of duplicators are used in business offices for the 
purpose of duplicating documents, letters, circulars, etc. There are, for 
example, what are called the old-fashioned duplicators, on which a 
limited number of copies may be obtained. In the case of stencilled 
duplicators, the Gestetner and the Roneo are the best and universally 
used duplicators. Both the Gestetner and the Roneo are built on what 
are known as a rotary model, and the stencil is placed on a cylinder 
drum. The stencil is to be prepared on a typewriter by the typist 
typing the material on the said stencil, having in the first instance 
removed the ribbon from the typewriter (almost all typewriter manu¬ 
facturers claim that their machines are designed to cut perfect stencils) 
after which the stencil is fixed on the .machine. These machines may 
be moved by the handle or through electric power. A heap of papers 
on which the stencil matter is to be printed, has to be fixed on one side, 
and in the case of automatic machines they are printed one after the 
other automatically, whereas in the case of non-automatic machines, an 
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Intelligent cleric has to feed in each paper for each print These nato^ 
watic duplicators considerably reduce the time and work of the opera’* 
tor, aikl can be handled either by junior clerks or even intelligent office 
'peons. There is a special indicator fixed on these rotary duplicating 
machines on which, automatically, the number of sheets printed are 
counted, so that the operator can stop as soon as the indicator shows 
that the requisite number, has been printed. 

Addressing Machine 

The addressing machine, or the addressograph, as it is frequently 
called, is used for printing addresses on envelopes, wrappers; as 
well as on the inside of circulars. They are of considerable assistance 
to offices which have to address a large number of old customers 
at frequent intervals, either with a view to sending out price-lists or 
circulars or booklets ; or notice of premiums due in the case of insurance 
companies ; annual or half-yearly. reports of joint stock companies to 
its shareholders, or to the members of a large club or association, etc. 
These machines convert the work of addressing to a mechanical process, 
requiring only a menial operator, if there is no facility for an electrical 
power adjustment in the office. In cases where electric power can ^ 
be used, special machines which can be automatically worked with 
electric power are also available. The operator of the machine can 
see ^ch address as it is printed, and there is a special arrangement 
for repeating an address, or skipping one which is not wanted to be 
printed. It is said that in case of electrically operated machines, as 
high a speed .as 3,000 per hour in printing addresses may be attained. 

The addresses of the parties concerned are either embossed on 
metal plates, or perforated on specially prepared fibre stencils. Thus 
a joint-stock company which wants to maintain the addresses of its 
shareholders, may get these metal plates or fibre stencils made for 
each new shareholder entered on the list; or in the case of an insurance 
company, as each new policyholder is placed on the policyholders* 
register. These plates are filed in special cabinets with drawers, eadi 
of these drawers holding about 200 addresses. 

Labour Saving, Adding and Calculating Machines 

There are adding and calculating machines of different types on 
the market. AdcHrions and calculations are made on these machines 
by clerks specially trained and experienced with great perfection and 
accuracy, and with considerable saving of time. Machines can be 
obtained for calculations of almost any type, such as in money. 
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weights, measares, etc. The calculation of interest percentages, dis- 
counts, exchange, apportionments, stock sheets, invoices, etc., may 
all be made on machines specially made for the purpose. 

Cheque Pfotection and Signing Devices 

The object of this machine is to prevent the alteration of, or forgery, 
and other misuse of cheques. The crossing and the wording made by 
ink or rubber stamps can be easily erased by chemical solutions by a 
dishonest forger ; and to prevent that, the modem business world is 
now enabled to use machines for the purpose of cheque writing or 
cheque protecting as may be necessary. The operation of the cheque 
protecting machine ** shreds ** the paper as the machine writes.en it, so 
that the colours of the acid-proof ink are forced into the cheque paper 
through its fibre. These machines write the full amount in words as 
well as complete crossing in any form desired. Many of the enterpris¬ 
ing companies which manufacture such machines even issue to the 
purchaser an insurance policy free of charge covering the buyers against 
any possibility of loss through the forging or alteration of the cheque, 
on which their machines are used. The cheque writing machine is an 
elaboration of this cheque protecting machine on which the whole 
<^eque may be written. 

Besides cheque writing machines, there are what are called cheque 
signing machines. These are used by those who have to sign hundreds 
of cheques daily, as is the case in the case of large joint-stock companies, 
corporations, etc. These machines are known as signagraphs by the 
help of which a person can sign a number of cheques or letters in one 
operation. This is done by the signer using a special penholder in the 
same manner as an ordinary pen, but the operation of signing causes 
from five to twenty-five fountain pens, set in two parallel rows, to move 
simultaneously. Thus through an automatic system of numerous chains 
and turns of handle, fresh lots of documents are brought into position 
and signed simultaneously. It is said that in case of some models of 
these machines as many as 10,000 signatures per hour may be affixed. 

There are special machines on the market for endorsing of cheques also. 

\ 

Franking Machines Replace Postage Stamps 

Franking machines are machines with print impressions which the 
post offices have agreed to accept as equivalent to postage stamps on 
international mails, provided that the amount of postage was clearly 
indicated. The machine has a meter which must be taken to the post 
office to be set to any number of impressions required, against payment 
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in cash for the amount. The meter is locked thereafter,.and sealed by 
the postal authorities, and can be replaced in the machine and 
used for the number of impressions for which the same has been so 
accepted. Thus the post ofhce revenue is not only safeguarded, and 
fraud made impracticable, but the printing expenditure of postal stamps 
by the post offices is also saved. The machines are made to operate 
either by hand or through electric power. The offices which use these 
machines not only save labour and expense of operatives, who have to 
lick or paste the postage stamps, but an amount of money which may 
have been lost through the careless use of stamps is saved. The 
accounting of stamps by special clerks in large concerns is not now 
necessary. 

Mechanised Accounting or Book-lceeping Madnnes) 

Many of these machines are a combination of a typewriter and 
adding and calculating machine, and result in great saving of time 
as well as increase in accuracy and legibility. The other advantage is 
that one machine can, at the same operation, produce a number of 
documents by means of carbon-copies and careful planning of forms.* 
On these the receipt, the ledger posting slip and the cash book entry 
can be made at one and the same operation, and the cash book totals 
accumulated at the end of the page and at the end of the day. The 
object sought to be achieved by these machines is the adaptatipn of 
mechanical accounting to the old system of book-keeping, and through 
the help of its calculating and balancing machines the tremendous, waste 
of time and labour which had otherwise to be employed in the case of 
double-entry book-keeping, in the balancing of accounts at the end of 
every month, has been greatly obviated. Under this system what is 
sought to be done is to avoid keeping a sales day book and journal, and 
to post entries directly into the ledger from carbon-copies of invoices 
to the sales ledger or to the purchase ledger as the case may be. Jt is 
claimed that the necessity of having first to write the sales or purchase 
books from the invoice and documents and thereafter to post these 
from the latter books into the ledger affords a number of opportunities 
of making mistakes which are thus eliminated, and time is saved. There 
are various types of machines which operate on a slightly differing 
principle, and mechanised accounting is now coining slowly and gra* 
dually to the forefront. It is claimed that these machines can be 
adapted to any line of business. 
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Signagraphs Saves Superior Officer’s Time dC Labour 

In large establishments or joint-stock companies numerous cheques 
running into hundreds every day have to be signed by one or more 
of the principal executives. It will naturally be realised that this sign¬ 
ing takes up enormous time of a highly paid executive. In order to 
avoid this delay, a machine has now been invented for the purpose of 
signing automatically at one operation a large riumber of cheques at a 
time. What is done is that the person who signs, handles a special 
penholder and by one operation he writes from five to twenty-five 
fountain pens which are set in parallel rows to simultaneously move 
with the result that each of the fountain pen produces the signature 
of the person operating on the first fountain pen. 

Use of Loudspeaker—^Inter-Office Telephone 

Instead of having to receive a telephone message through a receiver, 
a special loudspeaker arrangement can be made through the introduc¬ 
tion of this machine to enable a party to carry on conversation with 
others without the necessity of having an instrument for receiving or 
sending out the message. 

Envelopes Sealing Machine 

Thousands of envelopes have to be sealed daily in large offices 
and considerable time and labour have to be devoted on this work. 
This difficulty is solved by what is called as the '' Envelope Sealing 
Machine ", in which either uniform sized envelopes or envelopes of 
different sizes can be sealed in a short time. 

Miscellaneous Machines 

There are other miscellaneous machines such as the letter opener, 
letter folder, envelope sealer,^ time recorder, cash register, which are 
, used for the purpose clearly indicated by their names. The cash. 

' register is now to be found in almost every retail shop, including tea 
shops and restaurants in Bombay and other important centres of India. 

In the case of the time recorder also, there are numerous types, 
of machines on the market from which a suitable machine can be 
easily selected. These recorders generally work in conjunction with 
a clock and each envelope is allotted a number and by means of a 
key or a pointer or by pressure according to the system involved the 
clock automatically records against each workman’s name on the card 
the actual time of arrival and departure. The record is also auto¬ 
matically written within the case of the clock from which the wages 
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clerk prepares his time sheet This machihe enables an accurate record 
to be maintained, and eliminates the risk of oveipayment or under¬ 
payment where.employees are paid according to time. It also reduces 
the cost of maintaining a special derit to actually record the time of 
these workmen's arrival and d^»ttQie« 

Bttsiiiets Reftf Bovffcpes and Gifds 

The post office bas introduced a -system with a view to ffidlhate 
business men as well as others who desire a rejrfy from those whom 
they have addressed without making the parties who reply pay fotj 
the postage. This not only fficilities replies, inasmuch as the party 
addressed to has iK)t to pay the postage, but the sender of the letter, 
in absence of such an arrangement, had, in the post, to send actually 
addressed envelopes or names with postage stamps affixed, a good pro¬ 
portion of which stamps were wasted where no replies were sent. T^ow-* 
adays, by a simple arrangement with the post office, a licence may 
be secured by paying a certain amount in deposit, which gives the 
party so depositing the privilege of getting unstamped replies in enve¬ 
lopes or on cards, on which the normal and ordinary postage is pay¬ 
able against deliv^. In India the fee for thfe permit or licence is 
Rs. 10, payable in advance, together with the application for such a 
permit. The permit or licence remains in force for one year only 
from the date of issue, but may be renewed for a further period of 
one year on payment of a fee of Rs. lo in respect of each renewal. 
The business reply cards as Well as envelopes, have to conform in size, 
form, etc., with the conditions prescribed by the post offices for post 
cards of private* manufacture. These cards and envelopes must bear 

principal name and address of the person 
or <»ncem to whom delivered, (2) the permit number. (3) the 

namft of the post office toe permit,1 (4) the words "business 

reply envelope ", (5) the inscription " no postage stamp necessary if 
posted in India ” and (6) the prds " postage will be paid by the 
addressee " 

Sufficient sjpace most be ke i for post marking at the top of the 
card or envelope. Business rep ' cards may also be sent out as'reply* 
portions of double post cards, l|lt the reply envelopes must of course 
be enclosed with othey wattet. 



CHAPTER Vni 


COMPANY WORK AND PRACTICE 

The Early History 

Joint stock companies originated in England through the early idea 
of niising money for financing th e Govern ment and securing in return 
some^monopoly or spedalpiTvil^s for themsS^. The ongina|^East 
India Company was established in 1600 a.d. by the grant of a Charter by 
Queen Elizabeth. Its business was made up of financing the Govern- 
caent, and at the same time cariying on its own trade. The Hudson 
Bay Company was also founded in 1670 a.d. under a Royal Charter. 
The Bank of England was established in 1694 a.d. under a Royal 
Charter to finance the Government of "William III. The whole 
of its capital of £1,200,000, was lent to the State at 8 per 
cent per annum, plus £4,000 a year for expenses of management. In 
return the Bank secured the right to issue notes to the extent of 
£1^20^^000. All these old companies considered some sort of a mono¬ 
poly as ^solutely essential to their existence and well-being. Even 
Adam Smith thought that, with the exception of certain class of enter¬ 
prises such as barddng, ^canals, insurance, etc., monopoly was essential 
to the veQ^ e:dstence^nd success of a joint stock enterprise! InTiis 
opinion a joint stock company could not carry oh ah>rbfahch of foreign 
trade without 1 monopoly. To^y in one market, in ordter to sell 
with profit in another, when there 0,10 many competitors in both ; to 
watch over, not only the occasional variations in the demand, but the 
much greater and more frequent variations in the competition, or in the 
supply which that demand is likely to get from the public, and to suit 
with dexterity and judgment both the quantity and quality of each 
assortment of goods to all these circumstances, is a^55cies‘dfSi' 
of which the operations are continually clisging, and which can 
scarcel y ev erJbe conducted successfully’^^wxrfiout such an unremitting 
exertion of vigilance and attention, asannot long be expected from the 
directors of a joint stock companj' This theory has long been 
disproved to a farge extent by subseqiJfft experience, though some of the 
defects inherent in this type of comb^tion still exist and can only be 
remedied by providing for an efficient id experienced management. The 
second part of Adam Smith's opiniois applicable even to our times. 
He States that in case of enterprises here routine work predominates 
the company system succeeds, but whe, as in a trading enterprise, vigi¬ 
lant care and attention to details ai necessary the company sy^m 
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is not very successful. Besides, joint stock companies in old days could 
only be incorporated in England by the grant of a Royal Charter, 
or an Act of Parliament, and in some cases it was also enacted that the 
liability of the members was to be limited to the extent of their stake in 
the undertaking. An Act was however passed in 1844 which made 
possible the foni[^tion of joint stock companies on the simpler basis 
known to us at present under our modem Acts, and in 1855 one more 
Act made the incorporation of trading companies under the limited 
Lability principle possible. This principle was, however, not extended 
to banking associations, as it was thought undesirable in those days to 
do so, because banks stood in a peculiar position owing to their indebted¬ 
ness to the public in large amounts. The severe banking crisis which 
followed in 1857, however, modified that view. In this crisis, several 
banks—particularly the Western Bank of Scotland—failed with heavy 
liabilities, Vt^hich involved the ruin of many wealthy shareholders, with 
the result that persons of wealth, influence and position declined to hold 
shares in a banking company. An Act was therefore passed in 1858, 
extending the privilege of limited liability to banking com pan ies, with 
the exception that in the cnse~(S notes iSue^dTiy sucli banks the liability 
of its shareJ^lders was to remain tmlimited to the extent of such an 
issue. Many large banks, however, hesitated to take advantage of this 
provision, fearing lest their credit with the public might sufler, but the 
failure of the City of Glasgow Bank in 1878 forced them to convert 
themselves into limited liability companies^ A further Act was passed in 
1879, providing for the creation of a rese rve ^biUW ** by an increase 
in the nominal amount of the shares of a company, vdth a condition 
that the whole or a portion of such an increase was to be called up only 
in the event of liquidation of the company. Reserve liability is that 
portion of the value of each share of a limited company which it is 
agreed cannot be called up except in case of liquidation. To take an 
illustration, supposing a company is formed with a capital of 
Rs. 10,00,000 with shares of Rs. 1,000 each, and it is proposed to 
create a reserve liability of Rs, 2,oo;ooo, this can be done by declaring 
that Rs. 800 per share cannot be called up except in case the company 
goes into liquidation. Thus, though the shareholders' liability was 
limited to the nominal amount of shares they had subscribed for, a 
certain uncalled amount on each of the sh^es afforded a ^rt of 
or security, to the creditors in case the vent^ pppyed a faUure and 
had to be liquidated. Since then a series of Acts amending and codi¬ 
fying the Company Law of England were passed, till finally in 1908, 
the Compames Consolidation Act was passed. In India, the In^ao 
ii 
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Companies Act of 1913, brought our law with regard to joint stock 
companies almost on par with the English Act ot 1908 and in soma 
parucuiars, pardcularly with regard to the quaiification at Auditors, it 
b a step in adv ance of that Act. 

In England they made farther advance and after careful considera¬ 
tion ol the defects ot the Companies Act, 1908 through the mediiun of 
two Committees appointed to mvestigate the question and take evidence, 
viz. the Wrenbury Committee and the Green Committee, the New 
English Companies' Act, 1929 was passed which is now in force. This 
Act extensively modihes the original Act through drastic alterations in 
many particulars. It is, however, thought in England in spite of these 
modihcations that there are many points on which the Act does not go 
fas enough. We in India also carefuUy considered our position, on 
repeated representations by the Bombay Shareholders' Association on 
behalf of shareholders and investors in joint stock companies, in a 
special Committee appointed for the purpose by the Government of 
India, known as the Indian Companies Act (Amendment) Committee of 
1936, on which the author had the privilege of serving. The report 
made by this Committee, as well as by a Special Law Of&cer appointed 
by the Central Government, resulted in an Amendment Act known as 
the Indian Companies (Amendment) Act of 1936, which Act made 
drastic alterations and additions to our present Act of 1913, with the 
result that not only the Indian Companies Act has been brought on a 
par with the English Companies Act of 1929, but we are today in many 
particulars, in advance of the English legislation. We have also taken 
the opportunity of specifically providing for special and peculiar condi¬ 
tions that prevail in this countiy by legislating specifically for them: a 
type of legislation which is naturally unknown to England or English 
practice. For the first time in the history of Indian Company legislation, 
the managing agent has been defined, and his powers as well as limita¬ 
tions provided for within the sections of our Act. The subsidiary and 
parent ^mpanies are now defined and their organization and working 
are brought within the purview of the Act by relevant sections which, in 
some particulars, happen to go further, even, from the sister English 
legislation, in view of the experience of the working of that legislation 
since the year 1929 when the English Act was passed. The Law applying 
to the meetings of shareholders or members has also received careful 
consideration in the course of th^e amendments. There is also a well- 
thought-out alteration of law applying to the formation and working 
of the Boards of Directors and their constitution. The minimum sub¬ 
scription is now pla^d on a more or less similar basis to the English 
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Act of 1929. In connection with account keeping, also, it is now made 
compulsory to circulate a Profit and Loss account displaying certain 
specified items of revenue and expenditure along with the Balance Sheet 
and the Directors' Report as to the state of the company's afEairs, before 
the periodical meetings of the company, as provided fo r in Sec, The 
Form F of the Balance Sheet has also been considerably modified. 

Voluntary winding-up is now divided into two divisions, viz. the 
members' voluntary winding-up and the creditors' voluntary winding-up, 
more or less along the lines of the English Act of 1929 ; and the oki 
Act has been considerably modified in this connection. 

Banking companies are now given a special chapter in the Act 
embracing special sections appljdng to joint stock companies doing 
banking business in India. A Banking company has now been elabo¬ 
rately defined in^ special^section. 

Speaking generally, the new Indian Amending Act of 1936 has con¬ 
siderably modified the old legislation, which is bound to exercise a 
very healthy influence on Indian company organization of the future, 
and check, if not absolutely eradicate, various abuses y/nich have, become 
so notorious under cmr company system of rnauagement. 

THE PROMOTION 
A General Survey 

A joint stock company is promoted either with a view to taking 
over and expanding a going concern which has so far been worked 
under the partnership combination, or to float an entirely new enter¬ 
prise. In the fiurst case the proprietors of the old concern take an 
active part in the promotion, whereas in the second, a set of men, 
either professional promoters of the type we have dealt with in a pre¬ 
vious chapter, or a firm of secretaries and agents as already discussed, 
take up the work. In the case of a new enterprise, say the working 
of the patent for a new invention, or of a mine which has been dis¬ 
covered and prospected upon, the inventor or the prospector has also 
to be paid. This payment usually takes the form of a part consi¬ 
deration in cash and a part in fully or partly paid shares of the com¬ 
pany. If a going business is to be converted, the old proprietors are 
to be pa id^a purchase pri ce, whic h includes the value of the ta ngible 
assets taken over, minus the liabilities, if any, transferred, plus the 
valu e of the goodw ill of tl ^ concern boi^ ht. Here, also, the usual 
arrangement is to pay a part of the purch ase price in cash plus shares 
fully or partly paid. The promoters arrange all lEese~~preliminariea, 




164 Business Organization 

pay the preliminaiy expenses, select the directors, draft the pr ospectus 
and enga^ the services of brokers ^nd aiiditofs^of tfiiTcoinpany. They 
select tor it a name. They usually buy up the prop e ny tyrj patfint 
rights that are to be acquired by the company, and then agree to 
sell them to person appointed to act a. trustee oxt iaisbsytE of the 
company, rtservmg a margin of profit for their troubles. 

PROMOTERS 

A company is generally brought into existence by a person, or 
a number ot persons, who are commonly known as '' Promoters 

For the purpose of Sec. loo (5) (a) a promoter is defined as one 
** who was a party to the preparation of the prospectus, or the portion 
thereof . . . but does not mclude any person by reason of his acting 
in a professional capacity for persons engaged in procuring the forma¬ 
tion of the company 

Definition and Work of Promoters 

The term " promoters has been defined by various learned judges 
in difierent language, but the gist of all the definitions is to the effect 
that any individual, syndicate, association or partnership, etc. which 
puts into motion a machineiy by which a company is brought into 
existence, may be described by that designation. Bowen, L,J,, defines 
the promoter thus: ''The term promoter is a term, not of law, but 
of business, usefully summing up in a single word a number of busi¬ 
ness operations, familiar to the commercial world by which a com¬ 
pany is generally brought into existence/^ These promoters generally 
get file original documents, like th^ memorandum^ and the articles, 
as well as the prospectits prepare^,_ take an acHye part in the selec¬ 
tion of directors, as as In the purdmse of some property by tlie 
companyHior the purpose'^of carrying on its proposed business, and 
generally speaking float or assist in floating, a company, or do any 
one or more of these operations. 

Acquisition of a Running Business 

The promoters may be forming the company on the basis of some 
concessions, or acquisition of some running business with a view to 
enlarge its scope, or it may be the formation of an entirely new com¬ 
pare to start an entirely new bui^mess. For acquiring an old business, 
a detailed enquiry has to be made as to the value of assets which are 
to be taken over, the liabilities and tne past profits, for which experts 
have to be engaged who have to go into these questions in detail and 
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report or certify the results of their investigations. The expression 
" expertincludes engineer, valuer^accountant_andj|ny_o^er person 
whose pr ofes sion gives~autHority to ^ sta tement nia^^Jjiini. These 
certificates of experts are of considerable v^ue in connection with the 
statements in the prospectus, because the promoters and directors are 
responsible for any mis-statement or wrong statement made in the 
prospectus on their responsibility ; whereas if they rely upQn the report 
of experts, and if the statements made arc extracts and quotations 
from these reports of certificates, they are safe and well fortified. 
Thus accountants, engineers, architects, etc., will have to be engaged 
for specific work suitable to their professional ability. The usual 
practice in such cases is to enter into agreements under which the 
vendors of these businesses agree to receive in consideration of the 
sale of the property, a certain amount in cash and a certain amount 
in fully or partly paid sha res. In some cases, the vendors also agree 
to pay " underwriting commission or a part of the preliminary' 
expenditure. Thr^endors^^rnay erther join the board of directors or 
may not. It is frequently necessary, particularly where goodwill of 
the business is also transferred, to see that in their agreement a specific 
clause is inserted preventing them from carr3dng on the same t5rpe of 
business within a cerfain radius and fof a^i^cific’'number^ ^ars. 
It may be that the business carries with it patented inventions, trade 
marks, secret processes, registered patterns, etc., in which case the 
same have to be transferred to the company throngh this agreement. 

Preliminary Agreements with Promoters and Vendors 

It may be added that the promoters may be proprietors of an 
old established concern, or outsiders. In the case of outside promoters, 
promoting either an old established business, or an entirely new com¬ 
pany^ it is usual for them to be remunerated for their labour, skill 
and ingenuity in connection with formation of the comoany. This remn* 
neration may take the form of cash or may be partly in cash and 
partly in shares or wholly in either.- This remuneration of the pro* 
moters should be fully disclosed in the prospectus: and under no 
circumstances any secret profit at the expense of the company they 
promote is permissible, In case they were to make such profits, the 
promoters concerned would have to surrender them to the company. 

Promoter Companies 

Occasionally a company promotes another. There are cases 
where a special promoting company with liiuited liability is formed 
by a s)midicate with the spe^c object of ptomoting some other com- 
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pany In such cases the promoters arrange to take up aJJ the shares 
in the promoting company, but as soon as the company they con¬ 
templated to promote is floated, the promoting company is wound 
up and the net proceeds are distributed among the members of the 
syndicate who are its shareholders. This course is adopted with the 
two-fold object (i) of concealing the identity of the promoters, and 
(2) of limiting their liability This object is effectively achieved as 
far as civil liability is concerned, because shareholders of this promoting 
company are not personally liable for contracts of the promoting com¬ 
pany, which, as we have noticed, is a limited compainy: but where 
this promoting company commits a breach of duty or fraud, the 
directors are liable personally. On the same footing the directors of 
this promoting company will be liable for not disclosing profits made 
by the promoting company in the prospectus, because that course is 
tantamount to a breach of trust or fraud. If, however, this syndicate 
or promoting company formed to promote had made illicit profits from 
the company so promoted, they could be followed even in the hands 
of members of the promoting company. 

PRIVATE COMPANIES 
Their Peculiarities 

Joint stock companies may be incorporated either as " Private 
or Public companies with or without limited liability. Private 
companies should consist of not less than two and not more than 
fifty members exclusive of those in the employment of the company, 
whereas, pubh'c companies must possess at least seven members, though 
no limit as to the maximum number of members is laid down. The 
privileges enjoyed by these private companies are made up of the 
following exemptions*-— 

(1) They cannot issue a prospectus and thus need not file a statement 
in lieu of prospectus, 

(2> They can commence business and exercise borrowing xwwers as 
8oon as they are incorporated and need not comply with the other 
requirements enforc€Ki on public companies. 

<31 They are not to forward a statement in the form of a balance sheet 
to the Registrar 

(4) No reports are required to be filed by them as in the case of public 
compaidea 

Their Profit and Loss Account and Balance Sheets need not be 
audited and certified by auditors of requisite qualifications as is 
the case under the Indian Law with public companies. In English 
Law any one, irrespective of his qualifications, can be an auditor in 
both public and private companies. 
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In English Law, it may be also noted, the Profit and Loaa Account 
has not to be compulsorily circulated among the members. The 
new Indian Act has made that compulsory now both in case of 
private and public companies. 

(6) The requirements as to “minimum subscription*’ do not apply to 
them for the simple reason that no public offer of shares for sub¬ 
scription can be made by private companies. 

(7) They are free from the requirements in regard to the appointment 
of directors by the articles, as well as their consent to act as such, 
and to take up and pay for the qualification shares, if any, as apply¬ 
ing to public companies. 

(8) They are not required by law to file their annual Profit and Loss 
Account and Balance Sheets with the Registrar, but they are required 
to disclose the amount of the paid-up capital and their indebtedness 
secured by mortgages and charges. 

(9) Though they must hold the Statutory Meetings, they are not to file 
their Statutory Report with the Registrar. 

Their Advantages 

The private company arrangement is full of promise, bringing as 
it does within the reach of partnership the blessings of limitation of 
liability, at the same time affording all possible facility for the raising 
of a fairly large capital, with an efficient and select combination of 
persons up to the limit of fifty. Here, though the partners retain a 
substantial interest in the fortunes of the enterprise, the^ are relieved 
from the anxiety of being liable to the creditors to their last penny 
in case of unforeseen losses. The circumstance which makes these 
parties sure of their total stake in the company in case of failure, is* 
likely to induce a large number of men of means to launch out in 
risky enterprises and new experiments with courage. Besides, in the 
case of a private family business, the owner of the business may safely 
retire, or take it easy, by converting his firm into a private limited 
company with affixed capital outlay, leaving his sons and trusted old 
servants to look after the same. He knows his actual stake in the 
enterprise and feels secure as to the balance of his saving. Here ht 
takes over the bulk of the shares as fully paid in consideration of the 
purchase price, distributing the rest among his sons and assistants. 
Thus the old business is run on the same old lines, by men experienced 
and interested, under the fostering care and general supervision of its 
parent. This form of incorporation has proved so popular in England 
that thousands of companies are bdng annually registered since their 
fbiftial recogm’tion by the EngUsh Act of 1907. Our Indian Act of 
^9^3 hifiy adopted this recognition, and an increasing number 
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of companies are being incorporated tinder this aitangement as oar 
business men are graduaUy realising its advantages and possibilities. 
This form of incorporation also appeals to those interested in a number 
of private businesses, as the possibility of the failure of one business 
involving the ruin of others through the unlimited partnership liability 
is absent. Again, a private firm cannot always claim a monopoly as 
to its name, whereas an incorporation in the form of a private company 
secures that monopoly, without sacrificing the private and personal nature 
of the enterprise. A continuity is also secured by converting a firm into 
a private company, as the death or retirement of one of its members 
does not dissolve the concern as in t he case of a partn ership. In the 
case of a business^mpnied^ oFBrarich ofiBces in distant parts of the 
country or all over the Empire, the private company arrangement affords 
a medium for giving the local managers or partners, a greater personal 
interest, w’hich can be done by converting each firm into a private 
company with limited liability and giving a greater stake in its capit^d to 
the member on the spot, at the same time keeping the most prominent 
members of the Joint formation common to all the companies in the garb 
of directors. 

^ Though there is a limit as to the number of members that a private 
company should be possessed of, there is no limit laid down by law as 
to the amount of its capital. In England private companies are in 
existence with capital as low as £joo and as high as £1,000,000. 
It is no doubt difficult to secure a huge capital on the 
scale of some of the public companies in existence, for this 
class of companies; but the purpose which this class of combi¬ 
nations is expected to serve, and does serve, is to afford a medium for a 
distinct form of combination of individuals on the Joint stock plus limited 
liability principle, who do not wish to take th^o utside investqr wigi in 
thgfufojd. In short, both the private and the jmhlxQ methods of Joint 
stock combinations command their separate spheres of activity within 
which they render an excellent service to industry and commerce. 
It may be added that if at any stage of the career of a private company, 
it is thought desirable to convert it into a public company, with a view to 
be able ^o secure a larger capital by the ^ue of an invitation to the 
public, the same can be done under Sec . 154 of t he Indian Companies 
Act of 19x3. All that need be done here is to get a special resolution 
passed, a copy of which resolution is to be filed with the Registrar of 
Joint Stock Companies^ together with a statement in lieu of prospectus 
fas in the case of a public company as dealt with later in this chapter) 
together with the other documents necessaxy in the case of a publfe* 
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company. The articles of asao^tion m^al so be altered by a ipe dal 
resolution deleting the clause which iestri<^ the membendbip to 
and modifying 2ie restBcfibns^n ^e 

PUBLIC COMPANIES 
Their Incmporatioo 

In the case of public companies, the incoipoiation is secured by 
filing with the Registrar the following:— 

1. The memorandum of association. 

2. The articles of association, if there be any. In the absence 
of special articles. Table A attached to the Companies Act, 1913 will 
come in force as the Company's Articles. 

3. Notice of the situation of the registered office of the company. 

4. Consent of the directors in writing to act as such directors* 
and, in case of a company limited by guarantee and not having a 
share capital, every director shall have either signed the memorandum 
for a number of shares not less than his qualification shares (if any) or 
signed and filed with the Registrar a contract in writing to take from 
the company and pay for his qualification shares (if any). 

5. A list of persons who have consented to be directors. 

6. A declaration by an Advocate, Attorney or Q^der entitled to 
appear before a High Court who is engaged in the foiRition of a com¬ 
pany, or by a person named in the articles as a director, manager or 
secretary of the company, of compliance with all or any of the said 
requirements. England a Statutory declaration by a Solicitor 
engaged in the formation of the company^ or by a person named in the 
articles as a director or secretary of ^e company of compliance with 
all or any of the requirements of the Act must be produced to the 
Registrar who may accept the declaration as sufficient evidence ct 
compliance. ^ 

V After the grant of this certificate of incorporation, which in law 
makes the company a body corporate by the name mentioned in the 
memorandum, the company proceeds to ask for the subscription of its 
shares from the public. The Company cannot, however, commence 
business or exercise its bon-owing powers, unless it obtains a further 
certificate from the Registrar declaring that the company is entitled to 
commence business. The certificate will be granted on the £oB<lwi0g 
further requirements being fulfilled:— 
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(1) Shares held subject to the payment of the whole amount tbeieof 
in cash have been allotted to an amount not less than the minimum 
subscription. 

(2) Every director has paid for on each of the shares taken or 
contracted to be taken by him, and for which he is liable to pay iii 
cash, a proportion equal to the proportion payable on application and 
allotment on the shares offered for public subscription, or in the case 
of a Company which does not issue a prospectus inviting the public 
to subscribe for its shares, on the shares payable in cash, 

(3) There has been filed with the Registrar a duly verified declara¬ 
tion, by the secretary or one of the directors in the prescribed form, 
that the aforesaid conditions have been complied with, and 

(4) In case of a company which does not issue a prospectus invit¬ 
ing the public to subscribe for its shares, there has been filed w^ the 
Registrar a statement in lieu of prospectus. 

The Memorandum of Association 

The memorandum of association must state:— 

Name Clause 

(1) The name of the company (with the word LIMITED) if it is 
going to be a L^|ited Company ; 

Situation Clause 

(2) The place of business of the company; 

Objects Clause 

^ {Hie objects for which the company is formecy-g^kmse which 
requires to be drafted with great care and ingenuityr| This is because 
of all the documents one wMdnis %e^mdsf^fficult to be altered at 
law, is the memorandum of association of a company and of all the 
clauses of Jhe^-mernorandiim of association, the clause which is the 
moSf difiicult and inconvenient to be altered, is this Objects clause. 
This clause should include all the possible branches of business in which 
the company is likely to be engaged and these should be sUted in all 
their details clearly and carefully, otherwise the directors might find that 
they are unable to act on some important question because they have 
not :the necessary powers. In other words the action contexx^lated 
might be found to be ultra vires the Company; 
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(4) Whether the liability of the members is to be limited 

Capital Clause 

(5) The amount of capital of the company, with its proposed divi¬ 
sion, if any, into shares, classifying these shares under the headings of 
(a) cumulative preference, (6) preference, (c) ordinary, and {d) deferred, 
and stating the amount which is to form the value of each of these 
shares. The memorandum of assodation has io be-^gne<Li>y at Jeast 
sevea-nrcmbers who are generally the Directors of the Company and 
each of these members has to state before his signature the number of 
Stares he agrees to teke up. 

'TEe^ following is the form in which a memorandum appears in 
actual practice:— 


THE INDIAN COMPANIES ACT, 1913 
COMPANY IJ^^^ITED BY SHARES 

IMEMORANDUM OF ASSOCIATION 

OF THE 

BOMBAY SPINNING AND WEAVING COMPANY. 

LIMITED 

1. The name of the company is the Bombay Spinning & Weaving Com¬ 
pany, Limited. 

2. The registered oflSce of the company will be situated in Bombay, 

3. The objects for which the company is established are:— 

(o) To do business as spinners of yam and weavers of doth and 
that jnirpose to purchase and acquire land and other properties afld 
erect facto^ or factories, mills, etc., containing cisterns, pigl^renginea, 
tanks, macninery and appliances as may be required for J^ess or 
expedient for the purposes of the company and to prtr^&se, take 
on lease or otherwise acquire and hold, use, occupy and otherwise 
deal with any now existing mills and factories of a similar nature. 

(b) To acquire, purchase or lease or otherwise any lands, hereditaments, 
rights, privileges, easements, user of water, liberties or licences 
which may be deemed by the company requisite or expedient for the 
purposes of the company. 

(c) To acquire rights of trade marks by purchase or otherwise relating 
to any business of the company and to turn same to account by 
using same or by granting licence or otherwise. 

(d) To raise money by issue of debentures, obligations, bonds, or other¬ 
wise in such manner as the company may ihinV fit for the purposes 
of carrying on the business of the company 

(e) Generally to sell, improve, manage, develop, lease, mortgage dx^se 
of. turn to acooimt or otherwise deal with aH or any of the property 
of the company. 
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(f) To do all such other things as are incidental or. conducive to the- 
attainment of the above objects. 

4 . The liability of the members is limited to the nominal value of the 
shares they hold. 

5. The capital of the company is to be Rs. 20,00,000 divided into 2,000 
diares of Rs. 1,000 each. 

We the several persons whose names and addresses are subscribed are 
desirous of being formed into a company in pursuance of this memorandum 
of association and we respectively agree to take the number of shares in 
the capital of the company set opposite our respective names. 

Note. —This last paragraph is known as ** Association clause^. 


Names, Addresses and Descriptions of Subscribers 

Number of Shares 
taken by each 
Subscriber 

Dorab Rustomji Cama, 53. Malabar Hill, Baronet 

One hundred 

Solomon Isaac, 15, Reclamation, Knight 

Fifty 

William Jordon. Apollo Bunder, J.P. ... ... ...! 

Ten 

Thackersey Gordhandas Cutchi, Mandvi Bazar, Rao Bahadur 

Ten 

fibrahira Ludha, Cumballa Hill, J. P. 

Ten 

Janardhan Phadke, Girgaum Road, Doctor of Medicine 

Ten 

Chunilal Desai, Walkeshwar Road, Vakil, High Court 

Ten 


Dated the 21st of Augtist 1945, 

Witness to the above Signatures, 

JAMSHEDJI PESTONJI, Solicitor 

OF Messrs. Jahshedji, HtRALAL & Co., 

BOMBAY. 

The Articles of Association 

We have already seen that the memorandum of association of a 
company is its charter, whereas, the articles of association form the 
bye-laws, or regulations^ which govern its internal management and 
embody the powers or the directors and ofiicers of the company, 
as well as those of shareholders or members of the company as to 
voting, etc. The articles, unlike the memorandum, can be altered by 
^cial resolutions ; but the alterations should be restricted within 
the scope of the company's powers as laid down by its memorandum. 
This statutory right to alter its articles is one from which the company 
cannot, by any device, contract itself out. In case a company does 
not possess a special set of articles of its own, the regulations as laid 
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down, in Table A, which is a Schedule attached to the Companies Act 
shall apply. It is further provided that m the case of compames regis¬ 
tered with a special set oi artiaes, if the said ardcles^ are silent on 
some points, the provisions or regulations contained in the Table A shall 
apply to the same extent as if they were embodied in its own arddes* 
unless in the articles spedaily framed, there is a clause expressly exclud¬ 
ing the Table A as is usually inserted. In case ^ j^mpames limite d 
by guarantee, or unlimited companies, the articles of associatjo n^must 
be registered wfff fhe memorandunr of ^ a ssociation. There 
are also instances where companies do not fle a special set of articles* 
but draw out a set of regulations embodying special powers which they 
wish to reserve, ^d hie same with a declaration to the ehect that 
Table A shall be the articles of association of this company except 
in so as they are modihed by the following rules The bulk of 
compames, however, prefer to be registered with a special set of regula¬ 
tions. It may be further added thal in case where articles are not 
registered, the memorandum has to be endorsed “ registered without 
articles of^^ociation * 

After these two documents, viz. the memorandum of association " 
and the articles of association " are hied with the Registrar of joint 
stock companies and the necessary fees are paid, the Registrar issues 
a cerlihcate of incorporation" declaring the company to be^uly 
incoiporated under the Indian Gjmpanies Act. 

PUBLIC COMPANIES AND THE PROSPECTUS 

The Indian and English Companies Acts lay down conditions and 
stipulations as to the contents of the prospectus of a company which is 
to be issued to the public with a view to invite applications for shares 
which ought to be carefully mastered. The prospectus is defined by 
Sec. 2 (14) as “ any prospectus, notice, circular, advertisement or 
other invitation offering to the public for subscription, or 
purchase, any shares or debentures of a company but shall not 
include any padc adveriisement which shows on the face of it that a 
formal prospectus has been prepared and fUed/* The words in italics 
were added by our Companies (Amendment) Act of 1936, and do not 
find a place in the English Companies Act of 1929. This prospectus 
is generally issued where it is intended to appeal to the public for sub¬ 
scription of share capital. A private company cannot issue a prospectus, 
or file the statement in lieu of prospectus, since it cannot invite the 
public to subscribe for shares ; but in case of a public company it k 
^d down that the prospectus must < be issued in a proper form, giving 
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information as laid down by the Act; or in absence of such issue, the 
statement in lieu of prospectus duly signed by every person who is 
named therein as director or proposed director of the company, or by 
his agent duly authorized in writing, shall be filed for registration with 
the Registrar on or before the date of its publication. No such prospec¬ 
tus shall be issued unless and until such a copy is filed, otherwise, every 
jperson who is knowingly a party to such issue will be liable to a 
fine not exceeding Rs. 50, for every day from the date of the issue 
of the prospectus .until the date when the copy is filed (Sec. 92). It is 
further enacted that if a public company does not issue the prospectus as 
above stated, it shall not allot its sliares or debentures unless at least 
a statement in lieu of prospectus as above stated is filed. It will thus be 
seen that the important point in this connection is, that there should be a 
public issue, i.e. an invitation to the public to take up shares of the 
company ; and, therefore, this rule does not apply to a circular, or 
notice, imdting existing members, or debenture-holders of the company, 
to subscribe either for shares or debentures of the company [Sec. 93 (3)]. 

Legal Requirements re: Contents of the Prospectus 

The next point to be considered is the one with regard to the 
contents of the prospectus. Great care and ingenuity have to be exer¬ 
cised here in preparing the draft, because not only has the prospectus 
to be drafted in a manner which would appeal to the public, but various 
special requirements of the company law have to be particularly 
observed in this connection, failing which the promoters, directors, 
and all other officers, taking part directly or indirectly in the promotion, 
may incur liability, on the ground that statements made in the pros¬ 
pectus were either inaccurate, or misleading or that certain disclosures 
required by the company law to be included were omitted. The new 
Indian Companies (Amendment) Act, in case of prospectuses issued by 
Indian companies in India, further lays down that in case a prospectus 
is^'issued which does not comply with the provisions of Sec. 93, every 
person who is knowingly responsible for the issue of such prospectus 
shall be liable to a fine not exceeding Rs. 50 for eveiy day from the day 
of the issue of the prospectus until a copy complying with the require¬ 
ments of Sec. 93 is filed ; of course if non-compliance or contravention 
was in respect of matters which in the opinion of the Court were imma¬ 
terial, or was otherwise such as ought in the opinion of the Court 
having regard to all circumstances of the case reasonably to be excused> 
tile directors or persons responsible for the issue of such prospectus 
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may not tncor any liability by ceason of such non-compliance or. 
coohaventioQ (Sec. 97). 

The law requires that the prospectus of a public company should 
state the following particulars: — 

(1) the contents of the memorandum with the names, descriptions 
and the addresses of those who sign the memorandum together with 
the number of shares they have agreed to take up, also the number 
of founders or management shares issued to promoters and others and 
stating the consideration for which they were Issued , 

(2) the number of qualification shares, if any, which every director 
must take up ; 

(3) the names and addresses of the directors or proposed directors 
as well as managers including managing agents 

(4) the miaimum subscription on which the directors will allot 
shares; 

(5) the number and amount of shares and debentures which the 
company, if it is an old company, has issued within two preceding 
years or have agreed to issue ; 

(6) in case the shares or debentures have been underwritten, the 
names of the underwriters and the opinion of the directors that they 
are substantial parties (this is partly Indian law requirement and does 
not apply to Elnglish examination) ; 

(7) the names and addresses of the vendors or seller^ of property 
to the company stating how they are to be paid ; 

(8) in case any property so purchased by the company, as in the 
above case, was paid for by any of the vendors within two years pre¬ 
ceding this event, the price at which same was purchased (Indian law 
only); 

(9) the amount paid or pa3^ble as purchase money in cash, shares 
or debentures for any such property ; 

(10) the amount, if any, paid within the two preceding years or 
payable in future by way of commission for subscribing or agreeing to 
subscribe, or ^procuring or agreeing to procure subscription, for any 
shares or debentures; 

(ri) the estimated amount of preliminary expenses : 

(12) the amount, if any, paid within two preceding years to a 
promoter or which is to be paid in future and the consideration for 
same 
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(13) the dates and parties to eveiy important or material agreemeet 
that the company may hav^ made, stating the time and place where 
it can be inspected; 

(14) the names and addresses of the auditors, if any ; 

{15) full particulars of the nature and extent of the interest, if any, 
of every director in the promotion of property which the company has 
to take up; 

(16) where such interest of the directors is in being a partner in 
6omd firm which profits by such promotion, the nature and extent of 
the interest of the firm in the company's promotion ; 

(17) where the company has different classes of shares the voting 
rights of each class of shareholders gaust be stated ; 

(18) when the articles impose any restriction on the right of a 
shareholder to be present or to vote at a meeting, the prospectus must 
disclose same. 

The exact wording of Section 93 of the Indian Companies Act in 
this connection is the following: — 

Sec. 93. (1) Every prospectus issued by or on behalf of a company, or 
by or on behalf of any person who is or has been engaged or interested in 
the formation of the company, shall state:— 

(а) the contents of the memorandum, with the names, descriptions and 
addresses of the signatories and the number of shares sub* 
scribed for by them respectively; and the number of founders or 
management or deferred shares (if any) and the nature and extent 
of the interest of the holders in the property and profits of the 
company [and the number of redeemable preference shares intended 
to be issued with the date or, where no date is fixed, the period of 
notice required and the proposed method of redemption] ; and 

(б) the number of shares (if any) fixed by the articles as the qualifica¬ 
tion of a director, and any provision in Ae articles as to the reraunera- • 
tion of the directors; and 

(c) the names, descriptions and addresses of the directors or proposed 
directors and of the managers or proposed managers [and managing 
agents or proposed managing agents] (if any) [and any provision 
in the articles or in any contract as to the appointment of managers 
or managing agents and the remuneration payable to theraj ; and 

id) the minimum subscription on which the directors may proceed to 
allotment, and the amount payable on application and allotment on 
each share; and in the case of a second or subsequent offer cf 
shares the amoimt offered for subscription on each previous allot¬ 
ment made within the two preceding years, and the amount actually 
allotted, and the amount (if any) paid qn the shar^ so allotted; and 
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ie) €tie number and amoimt of ahares and debentures wbidt widiia the 
two preceding years have been issued, or agreed to be issued, as 
fully or partly paid up otherwise than in cash, and in the latter case 
the extent to which they are so paid up, and in either case the 
consideration for which those shares or debentures have been issued 
or agreed to be issued; and 

[(ee) where any issue df shares or debentures is underwritten, the names 
of the underwriters, and the opinion of the directors that the 
resources of the underwriters are sufficient to discharge the under- 
writing obligations; and] 

(f) the names and addresses of the vendors of any property purchased 
or acquired by the company, or proposed so to be purchased or 
acquired, which is to be paid for wholly or partly out of the proceeds 
of the issue offered for subscription by the prospectus, or the pur¬ 
chase or acquisition of which has not been completed at the date 
of issue of the prospectus, and the amount payable in cash, diares 
or debentures to the vendor, and where there is more than one 
separate vendor or the company is a sub-purchaser, the amovat so 
payable to each vendor: Provided that where the vendors or any 
of them are a ffrm, the members of the firm shall not be treated 
as separate vendors; and 

tCOf) where any property referred to in clause (f) has within the two 
years preceding the issue of the prospectus been transferred by sale, 
the amoimt paid by the purchaser at each such transfer so far as 
the information is available and, where any such property is a 
business, the profits accruing from such business during each of the 
three years immediately preceding the issue of the prospectus or 
during each year of the existence of the business if less than three 
years as far as the information is available. A balance sheet of the 
business concerned made up to a date not more than ninety days 
before the date of the issue of the prospectus shall be appended to 
the prospectus; and] 

<g) the amount (if any) paid or payable as purchase money in ca^ 
shares or debentures, for any such property as aforesaid, specifying 
the amoimt (if any) payable for goodwill; and 

(h) the amount (if any) paid within the two preceding years or payable, 
as commission for subscribing or agreeing to subscribe, or procuring 
or agreeing to procure subscriptions, for any shares in, or debentures 
of, the company, (or as discount in respect of shares issued, showing 
separately the amount, if any, so paid to the managing agents): 
Provided that it shall not be necessary to state the finfmmigsjon 
payable to sub-underwriters; and 

(i) the amoimt or estimated amoimt of preliminary expenses; and 

(j) the amount paid within the two preceding years or intended to be 
paid to any promoter, and the consideration for any such payment; 

and 
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ik) the dates of, and parties to, every material contract (including con¬ 
tracts relating to the acquisition of property to which clause (/) 
applies), and a reasonable time and place at which any material 
contract or a copy thereof, may be inspected: Provided that this 
requirement shall not apply to a contract entered into in the ordinary 
course of the business carried on or intended to be carried on by 
the company, or to any contract (except a contract appointing or 
fixing the remuneration of a managing director or managing agent) 
entered into more than two years before the date of issue of the 
prospectus; and 

(1) the names and addresses of the auditors (if any) of the company; 
and 

(m) full particulars of the nature and extent of the interest (if any) 
of every director in the promotion of, or in the property proposed 
to be acquired by, the company, or, where the interest of such a 
director consists in being a partner in a firm, the nature and extent 
of the interest of the firm, with a statement of all sums paid or 
agreed to be paid to him or to the firm in cash or shares or other- 

' wise by any person either to induce him to become, or to qualify 
him as, a director, or otherwise for services rendered by him or by 
the firm in connection with the promotion or formation of the com¬ 
pany ; and 

(n) wh^e the company has shares of more than one class, the right 
of voting at meetings of the company conferred by, (and the rights 
in respect of capital and dividends attached to) the several classes 
of shares respectively; and 

(o) (where the articles of the company impose any restrictions upon 
the members of the company in respect of the right to attend, ^peak 
or vote at meetings of the company or of the right to transfer shares, 
or upon the directors of the company in respect of their powers 
of management the nature-and extent of those restrictions). 

[(lA) Where the prospectus is issued by a company which has been 
carrying on business prior to the issue thereof, the prospectus shall set 
out the following reports in addition to the matters referred to in sub- 
aection (1), namely;— 

(i) a report by the auditors of the company with respect to the profits 
of the company including its subsidiary companies, if any, so far 
cus the informatiori is available in each of the three financial years 
immediately preceding the issue of the prospectus and with respect 
to the rates of the dividends, if any, paid by the company on each 
class of shares in the company for each of the said three years 
giving particulars of each such class of shares on which such divi¬ 
dends have been paid and the source from which the dividends have 
been paid and particulars of the cases in which no dividends have 
been paid on any class of shares for any of those years and if no 
acccHmts have been made up for any part of a period of three 
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years ending on a date three months l^ore the issue of the pro»» 
pectus, a repoi-t, containing a statement of that fact; 

(ii) if the proceeds or any part of the proceeds of the issue of tiie 
shares or debentures are or is to be applied directly or indirectly 
in the purchase of any business, a report made by an accoimtant or 
^accountants holding the certificate referred to in Sec. 144 who shafl 
be named in the prospectus^ upon the profits of the business In 
respect of the three financial years immediately preceding the issue 
of the prospectus: 

Provided that if, in the case of a company which has been canying ofi 
business for less than three years, the accounts of the company have beem 
made up only in respect of two years or any shorter period, this sub-section 
shall have effect as if references to two years or such shorter period weiv 
substituted for references to three years.] 

[(IB) The statement referred to in clause (ff) of sub-section (1) and 
the report referred to in sub-section (lA) with reference to the profits of 
a company or business shall show clearly the trading results and all charges 
and expenses incidental thereto excluding income or profits having xu> 
relation to the trading for the period covered and excluding also items of 
profit or income of a non-recurring nature but including amounts appx^ 
printed from profits to such purposes as payment of taxation or reserves.] 

[ (1C) Where any part of the sums for the matters set out in sub-sectioa 

(2) of Section 101 is to be provided out of sources other than share capital* 
particulars of the amount to be so provided and the sources thereof.] 

(2) Where any such prospectus as is mentioned in this section is pub* 
lished as a newspaper advertisement, it shall not be necessary in the adver¬ 
tisement to specify the contents of the memorandum or the Tlgnntnri— 
thereto, and the number of shares subscribed for by them. 

(3) This section shall not apply to a circular or notice inviting 
members or debenture^bolders of a company to subscribe either for liuaea 
or fcnr debentures of the coicpany, whether with or without the xi^bt to 
renounce in favour of other persons. 

(4) The requirements of this section as to the memorandum and tbe 
qualification, remuneration and interest of directors, the names, descriptiaiia 
and addresses of directors or proposed directors, and of managers or pro¬ 
posed managers, and the amoimt or estimated amount of preliminary expenoe^ 
sdiall not apply in die case of a prospectus issued more than one year after 
the date at whidi the company is entided to commence business. 

[Provided that the said requirments, exo^t the requirement as to the 
amount or estimated amount of preliminary expenses, shall apply to a proe- 
pactus filed in pursuance of Sec. 154.] 

(5) Nothing in dxis section shall limit or diminish any liability whkAi 
eny person may incur under the genmal law of this Act, apart irom this 
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How to Scan the Prospectus 

It will thus be noticed that, as far as possible, the Companies 
Act has provided proper safeguards in order t hat the inv esti ng pubh c 
beypig guided o r misled, Ey^oviding for such details to be stated in 
the prospectus, as^are liKely^ to affect their judgment while deciding 
whether or not they should apply^for shares in a proposed company. 
If in actual practice these safeguards prove to be inoperative, the fault 
lies with the investors who generally allow themselves to be carried 
away either by sentiment or by the speculative fever conveniently let loose 
by interested promoters and their friends. Even among the most sober- 
minded investors, the proportion of those who base their conclusions 
on a careful study both of the prospectus and the articles of association 
of the company they invest in, is very small indeed. This is a tendency 
which will have to be taken in account while legislating on behalf of 
those who are not able to look after their own interests. The English 
legislation has taken that view. In India, with our bulk of investors 
who have to deal with documents and law. in a language foreign to 
them, even greater care will be necessary in providing safeguards 
against the weaker section of the shareholding public being exploited to 
their detriment. The primaiy object of the prospectus is, of course, 
to induce the public to subscribe for the shares and debentures of the 
company and thereby secure the necessary money which is to make up 
the capital of the company. The greatest care, therefore, should be 
taken here to state all the points which a cautious investor is likely to 
be curious about and that too, with the utmost veracity. The invest¬ 
ing public of almost all countries where joint stock enterprise has flou¬ 
rished for some length of time, have had their experience of both the 
good and the doubtful type of enterprises, which has made them rather 
unduly sceptical. Even so prominent a writer and thin ker as Mr. 
Hartley Withers has thought it fit to write about prospectuses in his 
book on Stocks and Shares as follows: — 

“ All prospectuses should be scanned in a spirit of jaundiced criticism 
and with the most pessimistic readiness to beheve that they are specially 
alluring traps laid by some designing financier to relieve the reader 
of some of his money. No allowances should be made, and the 
benefit of the doubt should never be given to the Prospectus. In fact, 
a large number of them are quite reasonable propositions put forward by 
quite honest men, but when they are of this kind they will, or ought 
to stand the most sceptical scrutiny, and when they are not, it is a service 
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to the community at large to put them as quickly as possible in iba waste 
paper basket/' 


Care in Preparation of the Prospectus 

The prospectus should therefore disclose all the matenaLpoints in 
order to disarm all ppss^le - of -sus pi rjojB,jyh^ are likely to 

discourage an investor. In the case where a going concern is to be 
taken over by the new company, the actual working results in form of 
net profits for a number of years immediately preceding the period 
ought to be stated in the form of a n abstract from the rep ort of 
some prominent firm of accountants who are likely to command public 
confidence. The method by which these profits are disclosed should be 
such as to make it clear that the business sought to be purchased was 
of a progressive character. In case of assets taken over, they ought 
to be valued by recognised experts,. Names of the auditors should also 
be stated wherever possible ; and in their selection, care should be taken 
to select qualified men of reputation and standing. Besides observing 
these precautions, all frankness ought to be displayed in describing the 
business which the company is to cany on. A cautious investor will 
not blindly stake his capital in an enterprise without carefully weighing 
the p)ossibilities of the business, and therefore all possible attention should 
be paid to the work of supplying him with all possible materials which 
are likely to help him to judge for himself after considering fully the 
point of view of the promoters. The promoters should also take care 
to see that, as far as possible, all statements made in the pfospectus 
are based on some expert's reports, abstracts from official documents, 
or on facts which directors are able to substantiate if called upon. All 
requirements of the Companies Act, 1913, as dealt with above, ought 
to be strictly observed. Failing this, every director, promoter and 
every person engaged in the promotion and formation of the company, 
with whose consent and knowledge the prospectus was issued, lays him- 
$elf open to be sued for damages by an aggrieved shareholder who 
purchased, or agreed to purchase, his shares, relying on any untrue 
or misleading statement in the prospectus. 

Mr. Hartley Withers recommends the investor to pay particular 
attention to the name of the firm of brokers (if any) mentioned in the 
prospectus as an indication of the company's prospects, as a good firm 
of brokers will not attach itself to a doubtful company, still less recom¬ 
mend its clients to invest in the same. He also recommends investors 
in general to consult their own brokers before deciding on the prospects 
of an undertaking in which they think of investing. This of course aj^lies 
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to brokers in England, particularly to those on the London Stock 
Exchange, where the members of the Exchange are divided into two 
watertight compartments known as “jobbers'' and “brokers". The 
former class restricts itself to buying and selling in stocks, shares and 
securities, whereas the latter acts as a middleman between the jobber 
and the investing pubhc. In other words a jobber in London caimot 
act as a broker and vice versa. Under these circumstances a broker 
being a disinterested middleman, besides being an expert in the line, 
can no doubt be looked to with confidence for advice. In India, how¬ 
ever, no such distinction is observed. Almost every broker on the 
Stock Exchange, whether in Bombay or elsewhere, is also a dealer 
in stocks, shares and securities, and therefore, one can never be certain 
about the extent of the disinterestedness of his advice. The most pro¬ 
minent of these brokers indulge in the underwriting of share capital, 
which they would naturally be anxious.to unload at the first possible 
opportunity. However honest and straightforward their methods of 
business may be, this conflict of interest should alone be sufficient to 
deter a cautious investor from looking for guidance in this quarter. 
From a practical promoter's point of view, however, the insertion of 
the name of a well known firm of brokers wherever possible, makes 
the prosp>ectus more attractive, both here as well as in England. 

The other attraction which has generally proved overpowering to 
an average investor, is the inclusion of a few titled names among the 
board of directors. We have already dealt with the weakness of this 
form of constitution from the combination and organization standpoint, 
and therefore need not enlaige on that point here. It need only be 
added that according to the best authorities, the glare of titled names 
on a board is losing its magnetic effect on the average investor in 
E^Sj^and who has improved by experience, and no doubt the same 
transition seems well within sight in India. 

FORM OF THE PROSPECTUS 
PROSPECTUS 

A copy of this Prospectus has be^ filed with the Registrar of 

. Companies. 

The Subscription List will open on . and will close on .. 

THE X COMPANY, LIMITED 

(Incorporated under . Act of .) 

AUTHORIZED CAPITAL Rs. 

Divided into 


Shares 
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6% Redeemable Cumulative Preference shares of Rs. .. each 

. Ordinary shares of Rs. each. 

Out of which .. 6% Redeemable Cumulative Preference shares 

and . Ordinary shares have been agreed to be taken up by the 

Managing Agents* firm and their friends which will be allotted in full and 

the remaining . 6% Redeemable Cumulative Preference shares and 

. Ordinary shares are now offered for public subscription. 

6% Redeemable Cumulative Preference shares carry a fixed cumulative 
preferential dividend at the rate of 6 per cent per annum on the capital 
for the time being paid up thereon. Such dividends to be accumulated and 
payable out of the net profits which may be determined by the directors 
to distribute among the member:? of the Company as available for dividend 
and to take precedence and have priority over all dividends payable to the 
holders of the said ordinary shares but without any further right to partici¬ 
pate in the profits or assets of the company. Of the above shares . 

6% Redeemable Cumulative Preference shares and . Ordinary shares 

are to be issued and credited as fully paid. 

PAYABLE AS FOLLOWS: 

6% Redeemable Cumulative Preference shares Rs.per share on 

application, Rs. per share on allotment and balance of Rs. ........ 

per share in such call or calls as the Board of Directors may determine. 

Ordinary shares Rs.per share on application.Rs. ...... per 

share on allotment and the balance of Rs.per share in such call 

or calls as the Board of Directors may determine. 

The aforesaid 6% Redeemable Cumulative Preference shares which arc 
issued hereby shall be re-payable with three months prior notice either 
out of the Reserve Fund of the Company created from profits or out of a 
fresh issue of shares made for the purpose or from the sale proceeds of the 
property of the company at the option of the Board of Directors. The holders 
of the aforesaid 6% Redeemable Cumulative Preference shares are not en¬ 
titled to vote at the meetings. The ordinary shares carry one vote for each 
share held by a member. 

The following are the clauses of the Articles of Association imposing 
restrictions on voting power:— 

(1) No shareholder shall be entitled to speak, or be present or to vote 
at any General Meeting either personally or by proxy or as a proxy for 
another shareholder, whilst any money due from him, alone or Jointly, to 
the company, in respect of any share or shares in the company, remains un¬ 
paid, 

(2) Every shareholder not otherwise disqualified and who has been duly 
registered for three months previous to ihe General Meeting, shall be 
entitled to be present, and to speak and vote at such meeting, and shall 
have one vote in respect of every share held by him three months previous 

f to the General Meeting. The holders of preference shares shall have no 
vote in respect of preference shares either cumulative, ordinary or otherwise 
held hy them. 
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DIRECtORS 

(State the names, addresses, etc. of all the Directors and proposed 

directors.) 

managing agents 

(State the names, addresses, etc. of the Managing Agents.) 
BANKERS 

(State Ihe names and addresses of the Bankers.) 

AUDITORS 

(State the names and addresses of the Auditors.) 

PROSPECTUS 

(State here the object with which the Company is formed, the scope 
of its proposed business and the possibilities for such business %i detail with 
a view to enable the investor to gauge the prospects of the future of the 
Company and to apply for its shares.) 

AND AND PROPERTY 

In case the company has arranged to purchase any land or property 
or is proposing to do so, state whether It has been transferred by sale 
within two years immediately preceding the issue of the prospectus and if 
so the amount paid by the purchaser at each such transfer should be stated 
as far as the infvirmation is available. The form in such a case will be 
''The land acquired as referred to above has been held as sole proprietor 

by the vendor . of ... for more than two years of the^ date 

hereof.** 

In case it has been transferred within two years the statement may be 
as follows 

“ The land acquired as referred to above was originally the property 

of.from whom.of.acquired same at a purchase 

price of Rs.on . day ot . 19 ..** 

(In case any other property is acquired by the company and which within 
two years of the date of the prospectus has been dealt with by the vendor 
a similar disclosure as in the above case of land must be made.) 

MINIMUM SUBSCRIPTION 

, The minimum amount which in the opinion of the directors must be 
raised out of the proceeds of this issue to provide for the purchase of any 
property or to be purchased which is to be defrayed from the proceeds of 
the issue, preliminar^r expenses and commisaion so payable to any person tn 
consideration of his agreeing to subscribe for or lor procuring or agreeing 
to procure subscriptions for shares in the company and for working capital 

is Rs. No amounts are to be provided in reiipeet of the mattaia 

aforesaid otherwise than out of the proceeda of this inue. 
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CONTRACTS 

An agreement will be entered into by the Company as provided in 

Article . of the Articles of Association ^th Messrs.. 

as Managing Agents of the company of the one part and the Company of 
the other part providing for the appointment of the said firm of Messrs. 

... as Managing Agents of the Company for a period of 20 years 

upon the terms and conditions therein contained. 

REMUNERATION OF MANAGING AGENTS 

Under the provisksns of the said Agreement the remi.meration of the 
Mai^ging Agents shall be as follows:— 

Rs.per month for office and travelling allowance plus. 

per cent on the net profits of the company as defined in Sec. 87C(3) of the 
Indian Companies Act, 1913, after paying 6 per cent to the holders of the 

^Redeemable Cumulative Preference Shares of the Company and 6% to 
the holders of the Ordinary Shares provided that if in any year no com¬ 
mission is earned by the said agents on account of the profits earn*^d by 
the company not being sufficient for the purpose of paying dividend as 
aforesaid, the company shall pay to the Managing Agents a minimum 

remuneration of Rs. . per annum for their services as such agents. 

The Managing Agents are also to be paid the cost, charges and expenses 
preliminary and ^ incidental to the formation, establishment and registration 
of the company which may have been paid or incurred by them or loir 
which they have or may become liable. 

PRELIMINARY EXPENSES 

It is^ estimated that the Preliminary Expenses will not exceed in th« 
aggregate Rs. 


BROKERAGE 

fhe company shall pety the usual brokerage to registered brokers in 
respect of accepted applica^ons received by the company through them. 

UNDERWRITING COMMISSION AND UNDERWRITERS 

The shSres now offered for subscription have been iinderwritten for a 
commission at the rate of .... p>er cent on the amount thereof with Messrs. 

.. of . who in the opinion of the directors are parties 

with sufficient resources to discharge their underwriting obligations. The 
aforesaid underwriting commission is payable by the company. 

DIRECTORS’ INTEREST 

Mr.and Mr.directors of the company are 

partners in the firm of Messrs.. Managing Agents of dam 

company and as sudi are interested in the remuneration to be paid by IIm 
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company to the s£dd Managing Agents. The aforesaid Messrs. 

«»d . who are directors of the company are also promoters of 

the company and are entitled to be remunerated by .. for their 

trouble taken in the promotion and formation of this company. 

DIRECTORS’ QUALIFICATION AND REMUNERATION 

% 

The qualification of a director other than a special or ex’-officio director 
or debenture-director shall be the holding of at least 50 diares in the com¬ 
pany of the nominal value of Rs. registered in his name. 

Hie remuneration of every director shall be Rs. for each 

meetir^ of the Board attended by him. The directors shall be paid such 
further remuneration (if any) for any extra work done by any of them 
as may be decided by the Board of Directors and the Board can also pay 

to any director who is not a bona fide resideril in . and who shall 

come to . for the purpose of attending a meeting such remunera¬ 

tion as the directors may consider fair comi>ensation for his expenses and 
loss of time in connection therewith in addition to his fee for attending 
such meeting as above specified. 

INSPECTION 

Drafts of the agreement to be entered into by the company as aforesaid 
may be inspected at the registered office x)f the company during office hours. 

APPLICATION FOR SHARES 

Application for shares should be made on the accompanying form and 

forwarded together with the deposit of Rs. per share which should 

be paid to the Managing Agents at the registered office of the company. In 
case no shares are allotted, the whole of the deposit will be refunded and 
if lesser number of shares are allotted, the excess will be utilised for 
payment of the amount of the allotment money and if any balance left, it 
would be refunded. 

Prospectus and forms of application for shares can be obtained at the 
registered office of the company. 

Dated at . this . day of.. 19 • 

Form of Notice as to Situation . 

A notice in writing of the situation of the registered office of a 
company to which all communications and notices are to be addressed 
has to be filed with the Registrar (Sec. 72 (2), Companiee Act, 1913). 

It may be drawn out in the following form: — 
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The Indian Companies Act, 1913 
Sec. 72 

Notice or the Situation or the Registered Ovtice 

OF 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 


To 


The Registrar of Joint Stock Companies, 

- Bombay. 

The directors of the abovcnamed company hereby give you notice pur¬ 
suant to Section 71(1) of the Indian Companies Act, 1913, that the registere#! 
office of the company is situated at No. 10, Church Gate Street, Bombay. 

(ScL) J. Fernandez, 

Secretary^ 

Dated the 21st day of August, 1945. 

Form of Consent of Directors 

The consent of the directors to act as such as required by Sec. 84 (1) 
of the Indian Companies Act, I9r3, will be in the following form: — 

The Indian Companies Act, 1913. 

Sec. 84 (1) 

Consent to act as Directors 

OP 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

To 


The Registrar of Joint Stock Companies, 

Bombay. 


We, the undersigned, hereby testify our consent to act as Directors of 
the Bombay Spinning and Weaving Company, Limited, pursuant to Section 
84, sub-section 1, of the Indian Ck>izlpanies Act, 1913. 


Signature 

Address 

Description 

Dorab R. Came 

Solomon Isadc 

William Jordon 

Thakers^ Gordhandas 
Ebrahim Ludha 

Janardan Pbadke 
Chuniial’Desai 

-— - i 

Malabar Hill 

Reclamation 

Apollo Bunder 

Mandvi Bazar 

Cumballa Hill 

Girgaum Road 
Walkeshwar Road 

---1 

Baronet 

Knight 

J.P. 

Merchant 

Merchant 

Physician 

Vakil, High Court 


Dated the 21st day of August 1945, 
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Fonn of the List of Directoa 

The list of persons who have consented to be directors as required 
to be filed with the Registrar per Sec. 84 (2) of the Indi^ Companies 
Act, 1913 , wiU have to be made out as follows: — 

The Indian Companies Act, 1913. 

Sec. 84 (2) 

List of the persons who have coNSiam^ tq be Directors 

OF 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

To 

The Registrar of Joint Stock Companies, 

Bombay. 

I, John Fernandez, the undersigrted, hereby give you notice, pursuant 
to Sec. 84 (2) of the Indian Companies Act, 1913, that the following persons 
have consented to be Directors of the Bombay Spinning and Weaving Com- 
pany, Limited. 


Name 

Address 

Description 

Dorab R. Cama 

Malabar Hill 

Baronet 

Solomon Isaac 

Reclamation 

Knight 

William Jordon 

Apollo Bunder 

J P. 

Tha kersey Gordhaodas 

Mandvi Bazar 

Merchant 

Ebrahim Ludha 

Cumballa Hill 

' Merchant 

Janardan Phadke 

, Girgaum Road 

Physician 

Chunilal Desai 

Walkeshwar Road 

t 

Vaki!, High Court 

1 , . ' .... 


Signature, address and "J Jolm Fernandez, 

description of applicant i- 10 , Church Gate Street, 

for registration. j Bombay. 

Dated this 31st day oj August 1945j 

Farm of the Declaration of Compliance 

The declaration of compliance will have to be drawn out in the 
following form: — 


The Indian Companies Act, 1913 
DECLARATION OF COMPLIANCE 
with the 

Requisitions of the Indian Companiee Act, 1918 

made pursuant to Section 84, sub-section 2, on behalf of a company 
proposed to be registered as 
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THE BOMBAY SPINNING & WEAVING COMPANY*, LTD. 

I, John Fernandez, of 10, Church Gate Street, Bombay and 55, Frere 
Hoad, Bombay, do solemnly declare that I am the Secretary named in the 
Articles of Association of the Bombay Spinning and Weaving Company, 
Limited, and that all the requirements of the Indian Companies Act, 1913» 
in respect of matters precedent to registration of the said company and 
incidental thereto have been complied with. And I make this solemn 
Declaration conscientiously believing the same to be true. 

Declared at my office. High Court, 

Bombay, the 21st day of August 
one thousand nine hundred and 
forty -five. 

Before me 
P. Wadia, 

Commissioner for Oaths. 

APPLICATION AND ALLOTMENT OF SHARES 

The usual practice is to issue a prospectus to the public by adver¬ 
tising same in the first instance in newspapers and at the same time 
furnishing copies to individuals applying for it. A date is fixed on or 
before which the apphcations are to be sent. Frequently arrangement 
is made with the company's banker to receive applications and the 
public are requested to send these applications with the application money 
to this banker. The banker collects the applications in their proper 
order, enters the money received in the Pass Book of the company, and 
signs and hands over receipt for the money to the applicant on the 
receipt form attached to the application form ready to be filled in and 
detached. These applications have to be usually made on special 
printed forms supplied by the company, which are usually annexed 
to the prospectus. It may, however, be noted that in law there is 
no objection to an application for shares being made orally or by a 
letter. In practice, however, companies require the application only 
on its printed form so that uniformity of agreement from all the appli¬ 
cants may be secured. After the close of the last date of application, 
the banker forwards the applications, together with the Pass Book, 
to the company's office. If the minimum subscription as stated in 
the prospectus, or where no such minimum is fixed, the whole amount 
of share capital offered for subscription, has not been subscribed for 
within i8o days after the issile of the prospectus, the whole amount 
received from the applicants must be returned. Failing such repays 
ment within further ten days, the directors of the company make 
themselves jointly and severally liable to repay the said amount witi 


John Fernandez. 
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mterest at the rate of seven per cent per annum from tilie expiry of 
the one hundred and ninetieth day after the £rst issue of the pros¬ 
pectus (Sec. ioi. Comp. Act 1913). Allotments made in violation of 
this rule shall be voidable at the instance of the api^cant within one 
month of the holding of the statutory meeting even though the com¬ 
pany may be in course of liquidation by that time. 

We shall, however, assume that the minimum subscription has 
been applied for. The applications are thereafter to be placed by the 
company's secretary before a meeting of board of directors specially 
convened where the same are to be considered. It may be added that 
the articles usually give the directors power to reject any applica¬ 
tion, or transfer of shares, without giving any reason. The directors 
are thuir in a position to select shareholders of their choice from the 
applicants. There are also occasions when the number of applications 
for shares are in excess of the actual amount offered to the public. 
Here also a discretion is to be used as to whom the letters of allot¬ 
ment and to whom the letters of regret should be sent. The work 
pf selection occupies a number of hours, if not daj^, in case of large 
companies and therefore the most convenient course is to delegate 
this work to a small committee consisting of the chairman and a 
couple of directors whose recommendation or sdbetioD is formally 
approved at the next Board meeting. 

form of App&catiosi Letter 

Thb form of application duly filled in will be as fellows:— 

To 

The Secretary, 

THE BOMBAY SPINNING & WEAVING CX)MPANY, LTD. 

Dual Sa, 

Having paid to the Company’s Bankers, the National Bank of India, Ltd. 
the sutn of Es. 100 being a deposit oi Bs. 10 per share on ten shareo in 
the abpvenamed Omipany, I request you to allot me that mtiinber of shares 
upon the^rxus of the Company’s prospectus dated the ZLst day of August, 
1945, and 1 h^by agree to accept the same or any smaller number that may 
be allottedTo me and to pay the balance of Ks. 990 per share as provided by 
the said prospectus, and 1 authorise you to register me as the holder of the 
said shor es. 

NAME IN FULL, Jivanji Pmgji, 

ABDKUSS, 15, Chvrck Gate Street 

DlSCRIPnON, Merchant 

DATE, 21st August 1945. 

BIGNATUHE, jiDonji PragjL 
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A receipt form is genejrally annexed to the application form as shov/n 
above and as soon as the applicant pays the money either at the com¬ 
pany's office or at the office of the company's bankers, the bankers fill 
in that receipt form, sign it and return the same to the applicant. The 
receipt is in the following form: — 

THE BOMBAY SPINNING & WEAVING COMPAN'f, LTD. 


Bankkb's Receipt to be retained by the Applicant 


Received this 21st day of August 1945 of Mr. Jivanji Pragji the sum oi 
Rs, 100 being a deposit of Rs. 10 per share upon 10 shares in the above- 
named company. 

For the National Bank of India, Limited. 

M. McDonald, 

Cashier. 


Stamp 


Form of Allodnent Letter 

Directors' board meeting would next be held at a date fixed to 
consider the applications received, at which meeting tlie board would 
decide whether they are to allot all the shares applied for or in case 
where a larger number is applied for than available, the directors 
would decide as to whom the Letters of Allotment or the Letters of 
Regret should be sent. Assuming that the above applicant has been 
allotted the shares he applied for, the Letter pf Allotment sent to him 
by company's secretary would be in the following form: — 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

Bombay, 27th August 1945. 
To 


JIVANJI PRAGJI, ESQ., 

Dear Sir« 

I am directed to inform you that in accordance with your application, 
the directors have allotted to you 10 shares of Rs. 1,000 each in the above 
company. 

The sum of Rs. 100 per share is payable thereon up to and on allotment 
making the sum of Rs. 1,000 in respect of which you have paid on application 
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Hs. 100 leaving a balance of Rs. 900 payable by you, w^ich 1 am instructed 
to request you to pay to the Bankers of the Company, the National Bank 
of India, Limited. 

It will be necessary for you to produce this Letter of Allotment at the 
time of payment 

Yours truly, 

J. FERNANDEZ, 
Secretary, pro tern. 

The Share Certificate 

After the shares are allotted and allotment money is paid, the 
applicant, who now becomes a shareholder, gets his share certificate. 
These certificates are generally printed in book form, with a perforated 
division for the counterfoil. The counterfoil records the same parti¬ 
culars as the original share certificate, as a convenient record for 
reference. A share certificate is ptima facie evidence of the title of 
the member to the ^are or shares held by J;um as indicated therein. 
According to the rules of almost all stock exchanges, the holder of 
shares who sells them, has to deliver to the buyer this share certifi¬ 
cate together with a transfer form duly filled in and signed by him¬ 
self. The holder of the share certificate, therefore, should carefully 
preserve same. In case the certificate is lost a new certificate may be 
obtained from the company in accordance with regulations provided 
for in the articles. Usually the regulations applying to such cases 
provide that the applicant for a new certificate, who alleges that the 
original is lost, stolen or destroyed ought to give an indemnity bond 
by which he underta kes to make jgood_any_jQ§^ wMch the company 
may puffe r through this losY certificate falling in the hands of some 
innocent person or und^“any“dliief circumstances. A t tod person/ s 
guarantee, besides the indenmity bond of the shareholder, is in some 
cases insisted on. In some cases it is also stipulated as a condition 
precedent to the issue of a duplicate certificate that the loss will have 
to be advertised in certain newspapers. These precautions are consi¬ 
dered necessary because the share certificate is considered as " a decla¬ 
ration to all the world that the person in whose name the certificate 
is made out, and to whom it is given, is a shareholder in the com¬ 
pany, and it is given by the company with the intention that it shall 
be so used by the person to whom it is given, and acted upon in the 
sale and transfer of shares." The share certificate is made out gene¬ 
rally in the following form:— 
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]» 


No. 1234>1248. 

THE BOMBikY SPntNING t WEAVING COMPANY. LTD. 


Stamp 


Tliis is to certify that Mr. Jivanji Pragji of 15, Church Gate Street, 
Bombay, is the holder of 10 shares nxunbered 1234-1243 incliisive, in the above 
Company, subject to the provisions of the Memorandiim and Articles of 
Association of the Company; and that the sum of Rs. 100 per share has been 
paid in respect of each of the said shares. 

Given under the Common Seal of the said. Company, this 1st day of 
September 1945. 

D. R. CAMA, ^ 

SOLOMON ISAAC, y Directors. 

THAKERSEY GORDHANDAS, J 


No transfer cf any of the ahovtnamed shares can be regisUred witlwuf 
(production of this certificate. 

^ LETTER OF INDEMNITY 

When a shareholder who has lost his share certificates applies for 
fresh certificates to be issued he lias to sign a Letter of Indemnity in 
favour of the company concerned, by which he undertakes to make 
good any loss \^ch the issue of the new certi ficates may entail on 
th e compan yT Where the number of shares is OTalPand 3 ie‘ shaffe- 
holder is a man of standing and position, his personal indemnity is 
considered sufficient ; but where flie shares concerned are very large 
in numheFajid^amount a Letter of Guarante e of some substantial party 
Is also called for. 

In case of loss of Dividend Warrants also a similar formality has 
to be gone though. The first step to be taken by the secretary on 
being informed of the loss of a Dividend Warrant is to stop payment 
of such warrant. The next step is to call upon the shareholder to 
give him a Letter of Indemnity in the usual form before duplicate 
Dividend Warrants are issued^ 

These Letters of Indemnity have to be stamped and frequently 
the company has to advertise the loss of sham certificates the cost of 

U 


o 

J. Fernandez, 
Secretary, 
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which of course has to be paid by the shareholder concerned. The 
ostia] practice is to state m the advertisement pa^kulars of the share 
certificates lost, their serial numbers, and to notify to the public that 
in case no one comes forward with a valid objection within three 
months duplicates will be issued. 

The following is the usual form of a Letter of Indemnity: 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

Registered Office: Esplanade Road, 
Bombay, 30th October 1945, 

To 

The Secretary, 

The Bombay Spinning and Weaving Co., Ltd. 

Dear Sir, 

In consideration of a fresh certificate for 5 fully paid ordinary shares 
of Rs. 500 each in the above company numbered 501 to 505 (inclusive) having 
this day been issued to me in place of the original certificates for the said 
shares previously issued to me and which have been since lost, 1 hereby 
undertake to indemnify the company against all costs and expenses which 
the company may incur in consequence of the aforesaid 5 certificates for the 
said shares. 


Yours faithfully, 
A. B. C. 


Form of Call Letter 

The directors may then make calls on account of these shares as 
may be found necessaiy and convenient for the working of the com¬ 
pany and after having decided at their board meeting to make a call, 
the secretary has to send out notices of call which are generally printed 
with counterfoils bound in book form and consecutively numbered 
The Call Form in the Book of the notices of call would be as under;— 


No. U3. 


Notice of Call. 


The Bombay Spinning & 
Weaving Co., Ltd., 

Notice of Call. 

Shares Nos. 1234-1243 
Date of Call, 1st Novem¬ 
ber 1945 


This Form to be sent entire to the Bankers 
or the Secretary, accompanied by the amount 
payable. 

Notice of Call of Rs. 50 per Share, 

Making Hs. 150 per Share paid up. 

No. 113, Shares Nos. 1234-1243. 

The Bombay Spinning & Weaving Company, Ltd 
Bombay, Ut November 1945 
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No. 113. 


Notice of Call. 


Amount p«r share Rs. Sd. 

Aggregate amount Rs. 500 

When due: 15th Noi^em-^ 
her 1945. 

When paid: 15th Novem* 
her 1945. 

Mane a# Mambar: Uva&ii 
PtagflL 


Address: 15, Church Gate 
Streets Bombay. 

Data of Posting Notice: 
lot November 1945. 

Where posted : G. P. Office. 


Sir,—I have to inform you that at a meeting 
of the Directors of this Company held at 
Bombay on the 1st November 1945, it was 
resolved that a call of Rs. 50 per Share be made 
upon the Members of the company in respect 
of the moneys t 2 xq>aid on their Shares payable 
on or behure 15th November 1945, and I have 
to request that you will, on or before that date 
pay the sum of Rs. 500 (being the amount of 
sudt can in respect of the 10 Shares registered 
id your name in the Books of the Company) 
to tfite National Bank of India,. Ltd. 

I am. Sir, 

Your obedient servant, 
J. FERNANDEZ, Secretazy. 

To MR. JIVANJI PRAGJT, 

15, Church Gate Street, 
Bombay. 

No. 113. 15th November 1945. 


Stamp 


Received of Jivanji Pragji the sum of Rs. SQO 
being the amount of a call of R& 50 per Share 
on 10 shares in the Bombay S. & W. Co.,.Iitd» 

Rs. 500. DOSABHAI FRAIUX 

Form of Application and Allotment Book 

The applications and allotments would then be entered in die 
Application and Allotment Book which is ruled as under:—. 


Ko.of 

letter 

Applicant's 

name 

Residence 

Profession 

Date of ^ 
Application 

No. of shares 
Applied for 

No. of share. 
Allotted 

37 

Jivanji 

Pragji 

15, Church 
Gate 
Street 

Merchant 

1945 

Aug. 21 

10 

10 


1 

.j 
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The Register of Members 

The entry made in the Register of Members on a separate page 
allotted to the. name of the particular shareholder is as given below. 
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The GUI Book 

For each of the calls made, a Call Book is made out with rulingl 
as under and filled in as shown below. 
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The Share Transfer Book 

The above books, viz., the Application and Allotment Boolu the 
Call Book and the Share Ledger are subsidiary books kept simply to 
keep a minute record of the whole capital of the company as held by 
the different shareholders, the amount actually paid by them and the 
amount actually due by them. There is also an additional book known 
as the Share Transfer Book which records all details as to the transfer 
of shares from one person to another as shown in the form below: — 


paij9|suejx 
sweqs JO ofi 






















CiMRpMp Worib mA Pmctk^ SW 

Lcctefi of Re gr et 

In case at those applicants, however, who are not allotted die 
ihaxes they applied for. Letters of Regret" axe forwarded by die 
eecretaiy infofmmg them that the shares were not allotted to them. 
The diiares axe not allotted for various reasons. Most frequently this 
course has to be taken because a larger number of shares may have 
been appfed^ for than are available, in which case the directors naturally 
select those applicants whom they consider to be the most desiraUe 
to be admitted as sljareholders and reject the rest. It often happens 
that even though all the shares are not applied for, there may be among 
the applicants some who in the {^pinion of the directors are not desir* 
able men to be allowed to buy the shares, of the company for one 
reason or another, and ate thus refused allotment. Letters of regret 
have to be sent to those applicants whose applications are rejected. 
They are in the following form:— 

LETTER OP REGRET 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

Registered Office: E^ilanade Road, 
Bombay, 70th Atigtigt 1945. 

Karsondas Kanji, Esq., 

Share Bazaar, BOMBAY. 


Sir, 

I regret to inform you that the directors are unable to allot you any 
of the ordinary and preference shares of this company, in compliance with 
your application for 75 Ordinary Shares and 25 Preference Shares. 

Please find enclosed a cheque for Rs. 1,000 being the amount paid by 
you on the abovementioned application, and I shall be glad if you will rign 
the form of receipt at the foot of the cheque sent herewith, and il^resent 
the same for payment through your bankers (with the original form of 
receipt attached thereto). 

As the cheque contains a form of receipt, no further admowledgment 
from you will be nacessary. 


Yours faithfully, 
J. Fernandez, 
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No. 543167 Bsmhtkf, 2(Hh August 1945. 


Stamp 


To 

The National Bank of India, Ltd., Bombay. 

Pay to Karsondas Kanji, Esq., or ordar. the receipt below being signed, 
Mie sum of Rupees One Thousand. 

For the Bombay Spinning and Weaving Co., Ltd. 

D. R. Cama, DIRECTOR. 

J. Fernandez, SECRETARY. 


RECEIPT 

24tH August 1945. 

Re^v^ of tha Bombay Spinning and Weaving Company, Limited, the 
aura of if^es'One Tliousand, being the amount deposited by me on applica- 
^on for one himdred Shares in the same. ' 


Ra. 


Stamp 


Meaning 8C Form of Certified Transfers 
According to the rules of the Stock Exchange the seller must hand 
over to the buyer a transfer form duly executed together with the 
relevant share certificates against which the buyer has to pay the pur¬ 
chase price of the said shares as agreed. In many cases, however, 
die seller possesses one certificate for a number of shares out of which 
he is selling a few. In such cases he lodges the share certificate at 
the company's office and obtains from its secretary a marginal acknow¬ 
ledgment (as in the form hereunder) of this lodgment. The transfer 
is thereafter technically known as a certified transfer " on the Stock 
Exchange. It should, however, be noted that this certification does 
not amount to guarantee that the transfer will be accepted. It 
is a mere acknowledgment of the receipt of the relevant sfa^ oeiti^ 
fioate with respect to that transfer. 
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We noticed in the Share Transfer Book that one of the shareholders, 
Mr. Jivanji Pragji, transferred five shares from his name to that of 
Mr. K. Ganguli. This transfer is effected by filling in a Share Transfer 
Form which has to be signed by both the seller Mr. Jivanji Pragji and 
the buyer Mr. K. Ganguli. The seller here transfers to the transferee 
his right, title and interest ^in these five sh ares^laJJig_l^uyei ^ Gang uli 
and the buyer on the other hand agrees to take over these shares. The 
Transfer Form runs as follows:— 


na 

d), 

c 

o 


Tj KJ 


CO 


6 

% 


SI 


r. ^ 

0 C 
' cS 

t £ 


^ s: 


6 ' 
8 6 


t; (u 
a> > 

U cS 


SHARE TRANSFER 

I, Jivanji Pragji, of 15, Church Gate Street, Bombay, in con¬ 
sideration of the sum of Rs. 5,500 paid by K. Ganguli, of Chandan- 
wady, Bombay, Railway Guard, hereinafter cailled the said Trans¬ 
feree, do hereby bargain, sell, assign and transfer to the said 
Transferee:—^Five fully paid Shares of Rs. 1,000 each, numbered 
1234 to 1238 inclusive, of and in the undertaking called the 
Borrtbay Spinning and Weaving Co., Ltd., TO HOLD unto the 
^said transferee, his Executors, Administrators and Assigns sub¬ 
ject to the several conditions on which I held the same imme¬ 
diately before the execution hereof; and I the said Transferee do 
hereby agree to accept and take the said Shares subject to the 
conditions aforesaid AS WITNESS our Hands and Seals, tliis 
first day of December in the Christian Year One Thousand Nine 
Hundred and Forty-five. 

Signed, sealed, and delivered by the above 
Jivanji I^agji, named Jivanji Pragji, ia 
the presence of . 


The Balance Ticket or Receipt 

Where a certificate of shares is lodged contaiaing a larger number 
of shares than those which are sought to be transferred, the practice is 
that in some cases the secretary of the company concerned issues to the 
seller, or his broker, a receipt for the balance of shares which receipt is 
called " Balance Receipt or “ Balance Ticket This receipt or ticket 
states, in effect that the seller, in due course, is entitled to receive a cer^ 
tificate for the balance of untransferred or unsold shares. Care should 
be taken to see that such balance receipt is signed by some responsi¬ 
ble officer, such as the secretary or the registrar of the company and 
that the distinctive number of shares are checked with great care after 
they are entered on the ticket. This receipt in some cases is also known 
as '' Balance Ticket Usually it is in the following form — 
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THE BOMBAY TRADING 
COMPANY LIMITED. 
Esplanade Hoad, Bombay. 


THE BOMBAY TRADINO 
COMPAOT, LH^OTED, 
Esplanade Hoad, Bombay. 


BALANCE TICKET 


BALANCE TICKET 


No. 


......19.... 


Certificate Na. 

No. of Shares 

Total . 

Certified . 

Balance . 


Distinctive Numbers on 
Balance Ticket, 


From To 


Issued to. 

Balance certificate ready 


No. 


. 10 . 


Tills is t© certify that a BaJanc® 
of .... shares in the Bombay 
Trading Company, Limited, num¬ 
bered frc m.to .... both in¬ 

clusive, now stands in the Com¬ 
pany's Books in the name of . 

The Balance Certificate will b« 
ready on . 


Note .—No Balance Certificate wiD 
be issued, or Transfer certified, 
until tl'iis Ticket is lodged with the 
Company. 


How to Deal with a Share Transfer 


The Share Transfer Form require'^ to be stamped ad valorem on 
the basis of consideration or purchase pr^ce paid by the 
buyer or transferee to the seller or tL'e transferor. The 
transfer form states the amount of consideration for which 
the shares are sold, but it often happens that the considers lion as shown 
and inserted in the transfer form differs from that which the original 
seller actually receives from the original purchaser when for instance, 
before the transfer is actually effected, the original purchaser has sold 
over the shares to a sub-purchaser. Here according to law the actual 
amount paid by the sub-purchaser to the original purchaser would have 
to be entered as '' consideration money '' in the transfer form and not 
•the actual amount which the original seller received from the original 
purchaser. The transferjonn must also be checked with the register of 
members in the account of the transferor and the distinctive numbers 
of shares transfeifted should be noted with care. Before the transfer is 
effected with the sanction of the board of directors the share certificates 
of the transferor must be surrendered. Care should also be taken to see* 
that no " stop order in connection with the certificates lodged is on 
record. The transferor's signature must also be checked with his specimen 
sagoatuie in our record* 
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NEW ISSUE OF SHARES 

Frequently in the case of prosperous companies when there is a 
new share issue made, the existing shareholders or members liaturally 
desire that they should be given the first option of purchasing these 
shares. The result is that to them also fractional certificates would be 
issued in case where they do not hold the requisite number of shares 
entitling them to the purchase of .one complete share. The principle 
here followed is more or less the same as in case of split share-certifi¬ 
cates issued in the case of bonus shares. Tlie resolution passed in this 
connection must state the amount of the new issue and its class defining 
the rights of that class and the terms on which the said shares are to 
be issued, say one to every ten or otherwise. The resolution generally 
provides as to how the balance of shares not taken up by existing 
members is to be dealt wi^h. 


Coupon when New Shares are issued and option given to 
present Shareholders to purchase one Share 
for Nine Shares held. 


ORDINARY SHAREHOLDERS 

This coupon must be presented before the. 

No. 40172 


The A. B. & C. Company, Limited. 

Issue of.ordinary shares of Rs.each Nos,.to.... 

To the shareholders at Rs.per ^are, payable in full before the 

.day of. 

The shares will rank for dividend as if fully paid up from the. 

day of. 

Coupon for one-ninth of an ordinary share. 

The delivery of this coupon and eight like coupons together with a retnit- 

tance of Rs.paid to the company'.s bankers before the.day erf 

.will entitle the person whose signature appears on the back hereof 

to have allotted to him one ordinary share of Rs..of the above issue. 


Address. 


Secretary. 


Dated. 

There are cases where the fractional issue is avoided and shares 
are only purchasable by those who are qualified to purchase same 1>y 
their holding. The register of members will naturally be closed for 
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) he time being A list will have to be prepared by the secretary showing 
the names of the shareholders entitled to purchase these new shares 
and arrangement should' be made with the bankers to receive the^cash 
in a special account paid against the purchase of such an issue. 

Form of Renunciatson Letter 
THE BOMBAY SPINxNING & WEAVING COMPANY, LTD. 

15, Esplanade Road, 
Bombay, September 1945. 
To 

Naoroji Bomanji, Esq., 

Tamarind Lane, Fort, 

Bombay. 

Sir, 

INCREASE OF CAPITAL 

As a Member of the Company you are entitled to an allotment at* 'par 
of 50 new Ordinary Shares about to be issued, in accordance with the special 
resolution passed on the 28th August 1945, being at the rate of two new 
Ordinary Shares for every four Shares now held by you. 

Unless I hear to the contrary meanwhile, the 50 Ordinary Shares in 
question will be allotted to you on the 15th September 1945. 

Should you desire to renounce your right to such allotment in favour 
of some other person, please be good enough to sign the Letter of Renuncia* 
tidn below, and have it forwarded to this office on or before 10th September. 
This letter is not to be detached. 

Your obedient servant, 

J. FEaiNANDEZ, 

Secretanry, 


LETTER OF RENUT^CIATION 


Stamp 


To The Bombay Spinning Sc Weaving Company, Ltd. 

Being entitled to an allotment at par of 50 Ordinary Shares of Rs. 1,000 
•ach in the above Company, I hereby renounce my right to such allotment 
and hereby request you to allot such Shares to: — 

(Full name) Abdul Husain Taki, Esqr., Merchant. 

(Address) Chuckla Street, Bombay. 

(Signature) Naoroji Bomanji. 

(Date) 7th September 1945. 
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LETTER OF ACCEPTANCE 

To The Bombay Spinning & Weaving Company, Ltd, 

I agree to accept the above 50 Ordinary Shares, and to pay the calls 
thereon, and desire to be entered on the Company’s Register of Members 
in respect thereof. 

(Signed) Naoroji Bomanji. 

(Address) Tamarind Lane, Fort, Bombay. 

(Description) Engineer, 

<Date) 7th September 1945. 

Notice of Forfeiture on Failure to Pay Calls on Shares 

With regard to the notice of call it may be mentioned here that 
where a shareholder fails to pay calls made on him in accordance with 
the notice, the directors may at their board meeting decide to forfeit 
his shares in exercise of powers usually reserved to them in the Articles 
of Association and in such a case the defaulting shareholder will be 
liabl e to pay the call already made, inspite of theforkiture. The letter 
as to forfeiture written tothe defaulting member willbe in the following 
fosm: — 


THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 


John Hardup, Esq., 
Elphinstone Circle, 
BOMBAY. 


15, Esplanade Road, 
Bombay, 25th September 1945. 


Dear Sir, 

I regret that you having failed to comply with the notice forwarded to you 
on 15th August 1945 in v/hich I stated that your shares were liable to be 
forfeited in case the first call made on your shares was not paid on or 
before the date specified in my last letter, I am directed to inform you 
that in the meeting held today the teri ordinary shares Nos. 2300—2309 in¬ 
clusive, which were registered in your name, have been duly forfeited by 
the resolution of the board of directors The directors have reserved to 
themselves the power either to reissue the said shares or to deal with 
them in any other manner as they may think fit and in the meantime I 
have to point out to you that you are still liable for the payment of the 
first call, in spite of their forfeiture,. 

Yours faithfully, 

J. FERNANDEZ, 

^ecretori^ 
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Form of Stateotent in lieu of Proapectut 

In case of companies who do not issue a prospectus, a state¬ 
ment in lieu of prospectus has to be issued. This statement is in 
the following form: — 

THE SECOND SCHEDULE . 

(See Sections 98 and 154.) 

FORM I 

The Indian Compani^ Act, 1913 
STATEMENT IN LIEU OF PROSPECTUS 
filed by 

. Limited, 

Pursuaiit to Section 98 of the Indian Companies Act, 1913. 




The Nominal share capital of the Company 

Rs... 

Divided into »« •• »• 

Shares of Rs.each. 

Rs..eadi. 

Rs«—each. 

Amount (if any) of above ci'pital which consists 
of mleemable preference shares 

Shares of Rs.each. 

The date on cr before which these shares are, 
or are iiable to be redeemed. 


Names, descriptions and addresses of directors 
or proposed directors and managers or pro¬ 
posed managers, and any provision in the 
articles, or in any contract, as to appoint¬ 
ment of and remuneration payable to direc¬ 
tors or managers. 

1 

If the share capital of the company is divided 
into different classes of shares, the right of 
voting at meetings of the company conferred 
by, and the rights in respect of capital and 
dividends attached to, the several classes of 
shares respectively. 


Number and amount of shares and debentures 
agreed to be issued as fully or partly paid up 
otherwise than in cash. 

fully paid. 

Rs.per share 

1 credited as paid. 

I 3 . Debentures Rs... 

4 . Consideration. .. 
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Names and addresses of vendors of property 
purchased or acquired, or proposed to be pur¬ 
chased or acquired, by the company. 

Amount (in cash, shares or debentures) pay¬ 
able to each separate vendor. 

« 

Amount (if any) paid or payable (in cash or 
' shares or debentures) for any such property 
specifying amount (if any) paid or payable 
for goodwilL 

Total pufokase price 

Rs..*_ 

Cash Rs. 

Shares Rs,. 

Debentures Rs. 

Goodwill Rs. 

Amount (if any) paid or payable as commis¬ 
sion for subscribing or agreeing to subscribe 
or procuring or agreeing to procure subscrip¬ 
tions for any shares or debentures in the 
company , or 

Rate of the commission 

Amount paid. 

Amount payable. 

Rate per cent 

The number of shares, if any,- which persons 
have agreed for a commission to subscribe 

abs>DluteIy. 

1 

Estimated amount of preliminary expenses 

A 

[ Rs . 

Amount paid or intended to be paid to any 
promoter 

Consideration for the payment 

Name of promoter. 

Amount Rs. 

1 Consideration.— 

Dotes of, and parties to every material contract 
(except contracts entered into in the ordinary 
ccr.rse of the business intended to be carried 
on by the company or contracts, other than 
contracts appointing or fixing the remunera¬ 
tion of a managing director or managing agent, 
entered into more than two years before the 
delivery of the statement). 


Time and place at which the contracts or copies 
thereof may be inspected. 


Names and addresses of the auditors of the 
company (if any). 
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Full particulars of the nature and exteni of the 
interest of every director in the promotion of 
or in the property proposed to be acquired by 
the company, or, where the mterest of such a 
director consists in bemg a patrner in a firm, 
the nature Aid extent of the mterest of the 
firm, with a statement of all sums paid or 
agreed to be paid to him or to the firm In cash 
or shares, or othernvise, by any person either 
to induce him to become, or to qualify him 
as, a director or otherwise for services render¬ 
ed by him or by the firm in connection with 
the promotion or formation of the company 


If it IS proposed to acquire any busmess, the 
amount, as certified by the persons by whom 
the accounts of tne business have been audited, 
of the net profits of the busmess in respect of 
each of the three financjal years immediately 
preceding the date of this statement provided 
that in the case of a business which has been 
carried on for less than three years and the 
accounts of which have only be#»n made up in 
/espect of two years or one year, the above 
requirement shall have effect as if references 
to two years or one year, as the case may be, 
were substituted for references to three years, 
and in any such case the statement shall say 
how long the busmess to be acquired has been 
carried on. 

(Signatures of the persons above-named as 
directors or proposed directors or of their 
agents authorised in writing) 


Date 


Fonn-of Return of Allolmcnts 

It should also be noted that in accordance with the requirements 
of the Indian Companies Act 1913 (S 104) whenever a company 
having a share capital makes any allotment of its shares a return must 
be filed with the registrar within one month of the allotment This return 
has to state the number and nominal amount of the shares composed 
in the allotment the names addresses and descnptions of the allottees 
and amount if any paid or due and payable on each share and should 
be in the followings form: — 
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The Indian Companies Act, ISl^ 

RETURN OP AIJLOTMENTS 

OF 

THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

from the 21st day of August 1^45 to the first day of 
September 1945 ^ 

Made pursuant to Section 104(1) of the 
Indian Companies Act, 1918. 

Number of Preference shares allotted payable in cash R». 

„ Ordinary „ „ Rs. 

Nominal amount of Preference shares so allotted, Rs. 

M tt Ordinary „ „ R*. 

Amount paid or due & payable on each such Preference share, Ra. 

>t p „ Ordinary „ Rs. 

Number of shares allotted for a consideration other than cash, Rs. 
Nominal amount of shares so allotted .. Rs. 

Amount to be treated as paid on each share .. Rs. 

The consideration for which such shares have been allotted 


Names, addresses and descriptions of .allottees of Shares in the Bombay 
Spinning: & Weaving Company, Ltd. 


Surname | 

1 Persona! Name 1 

Addreei 

! 




Signature. (Sd.) J. FERNANDEZ, 

Bombay, 2nd September 1945. Secretary. 


Forfn of the Copy of the Raster of Directors 

A complete Register of directors or managers of every company 
most be kept ontaining their names, addresses and \>ccupations. A 
copy of this Register has to be hied with the Registrar from time to 
time showing changes. The copy wiQ be in the foUowing 

U 
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Copy of the Register of birectors or Managers and 
changes therein 

THE INDIAN COMPANIES ACT, 1913. 

Filihg Fee Rs. 

Copy of the Register of Directors or Managers of the . 

Company, Ltd., and of any changes therein filed pursuant to Section 87 (1). 

Presented for filing by . 


Names 

Address 

Occupation 

Changes 

i 





Dated 


Signature. 


The Common Seal of the Company 

A joint stock company is a body corporate by the name contained 
in its memorandum, having a p gipetuai succ ession and a common seal. 
The name of the company has to be engraven in le^ Sfe^characters on 
its seal. This seal is the official signature_pfjhej^mpa.ny to be affixed 
on all important documents as proyiQedJorJn ^ articles of association. 
The Articles of Association generally provide that the seaTshall be affixed 
in the presence of at lea st two directors and the secret ary. These 
directors attest the document so sealed which is thereafter countersigned 
by the secretary. The seal is kepljnider lock and k^, ^nerally_two 


locks being mamt^ed ; the key of one of these locks is kept with the 
secretary,jerfiereas^J^^ is kept by one brthe directory In 

order to keep a proper record of the affixing of the seaHf is usually 
arranged that a special bbpk' caTled'lHe BoblT^^ be maintained 

containing a record as to the_occasions on which the sealTTused together 
with the description of the documents on whicTi the same^s affixed. 
This entry is initialled by the directors present. The entries in the seal 
book should coincide with those in the Minute Book. The Seal Book 
is usually ruled in the following form: — 
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THE SEAL BOOK 


Date ot 

No. of Minute and 

Documents 

Directors' 

.. 

Sealing 

page oi Minute Book 

sealed 

initials 

marks 




* 



Statutory Books 

It should be remembered that every joint stock company under the 
Indian Companies Act must maintain the following books which arc 
known as the statutory books, viz., (i) Register of Members, (2) 
Register of Directors, (3) Register of Mortgages and Charges, (4) M^inute 
Book and (5) Aimual List and Summary Book. 

Optional Books 

Besides the statutory or compulsory books it is usual for joint stock 
companies to keep a large number of optional books such as (i) Appli¬ 
cation and Allotment Book, (2) Call Book, (3) Share Certificate Book, 
(4) Register of Transfers, (5) Debenture Interest Book, (6) Dividend 
Book, (7) Seal Register, (8) Register of Probates, (9) Directors' Attend¬ 
ance Book, (10) Agenda Book, (ii) Register of Debenture Holders. 

The above two sets are known as the ‘'company set". They 
are of course distinct and separate from what is known as " the 
financial set " of books, which are books that are maintained in order 
to record business transactions of receipts and payments, purchases 
and sales, profits and losses made by the company ; as well as those 
of the .assets and liabilities and reserve fund of the company^ 

Underwriting Agreement and Commission to 
Underwriters 

With regard to underwriting agreements under which some person 
or persons, or a S3aidicate, enters into an agreement called an^ under¬ 
writing agreement, by which they undertake in consideration of a 
certain commission being paid to them on the capital oSered or public 
subscription, to take up and pay for such of the shares as are not taken 
up by the public, it may be said that these agreements are made in 
order to ensure the financial safety of the flotation of the company, i.e. 
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to make sure that the capital necessary to carry on the business of the 
company is obtained. the opinion of Cotton, L. J., an underwriting 
agreement is ** an agreement entered into before the shares are brought 
before the public, that in the event of the public not taking up the whole 
or the number mentioned in the agreement, the underwriter will, for an 
agreed commission, take the allotment for such part of the shares as 
the public has not applied for.'\/ Lindley, L. J., also expressed himself 
thus:—" Underwriting in this*connection in business means agreeing to 
take so many shares more or less in number as are specified in the 
underwriting letter if the public do not subscribe for them. There is 
no doubt now that this is the meaning of underwriting."^ 

However, our new Indian Companies (Amendment) Act, 1936, lays 
down that where any issue of shares or debentures is underwritten the 
names of the underwriters and the opinion of the directors that the 
resources of the underwriters are sufficient fo discharge the underwriting 
obligations must also be stated in the prospectus [Sec. 93(1) (ee)]. This 
was made necessary because some of the promoters underwrote shares 
with men of straw, and it was thought that the investors ought to know 
exactly who the underwriters were so that they could make investigation 
as to their financial stability before they applied for shares. It may 
be further added that besides shares, d^beEtoe^,.„can now be under¬ 
written on the same footing as the underwriting of shares (Sec. 128). 
We have seen that the underwriting commission must be disclosed in 
the prospectus in case of underwriting of both shares and debentures 
but where a prospectus is not issued it is not necessary to disclose under¬ 
writing commission on debentures to be paid, in the statement in lieu 
of prospectus. The imderwriting commission is also required to,be 
disclosed in the annual summary [Sec. 32 (2) (/)]. " 

It may be added here that under Sec. 43 of the English G)mpanies 
Act of 1929 it is now laid down that the underwriting commission should 
not exceed 10%. This had to be done because extravagant commissions 
for uiiderwiTting of shares were allowed in the case of a good number 
of promotions in England, This law of course does not apply to India* 

COMPANY SHARES IN GENERAL 

The "Share" is one of the units into which the capital of a 
company is divided. The holder of such a share is one of the proprietors 
of the company, whose interest is measured by a sum of money which 
the face value of the share represents, both for the purpose of ascer¬ 
taining his interest in the concern, as well as of gauging the extent of 
his liability therein. In the case of a limited company, the holder^s liable 
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lity is limited to the amount represented by the share, or shar^ he holds, 
whereas in the case of an unlimited company his liability has* no limit, 
i.e. he may be called upon in case of liquidation of an insolvent company 
to pay contributions till the whole of its liabilities arc extinguished. 

Shares at a Discount 

The Indian Companies (Amendment) Act of 1936, Sec. 105A. intro¬ 
duces an innovation as far as the Indian Companies Act is concerned^ 
inasmuch as that section adopts Sec. 47 of the English Companies Act 
of 1929 permitting companies to issue ^ares at a discount. This iimo- 
vation was recommended in England by the^ Green Committee report of 
1925-26, on the ground that there was an overwhelming body of commer¬ 
cial opinion in favour of giving this power to companies, because the 
Committee thought that in many cases such a power would be 
extremely useful. 

According to Mr. L. Cuthbert Cropper, F.C.A.. Chartered Account¬ 
ant, in his book on Higher Book-keeping and Accounts (5th edition), 
page 352, ** the powers thus given by the Act may be useful where 
a company requires further capital at a time when its shares are quoted 
below par, since the existing members or new subscribers naturally 
would not be willing to pay for new shares under such circumstances, 
but might be willing to subscribe at the market price, or at a price 
slightly below market price." 

Though, of course, according to old decisions the issue of share# 
at a discount both in England and India was declared to be illegal, 
m actual practice this issue of shares at a discount in some measure 
indirectly took place under the old Act in the guise of pa5dng an 
underwriting commission to those who agreed to "subscribe " for the 
shares. It is, however, now lawful for a company to issue at a dis¬ 
count shares of a class already issued provided (a) the issue at a 
discount is authorized by a reseJution passed in a generad meeting of 
the company and sanctioned by the Court, (6) the resolution specifies 
the maximum rate of discount (not exceeding ten per cent in any 
case) at which the shares are to be issued, (c) not less than one year 
must at the date of issue have elapsed since the date on which the 
company was entitled to commence business, and (d) the shares to be 
issued at a discount must be issued within six months after the date 
on which the issue is sanctioned by the Court or within such extended 
time as the Co urt may ^ ow 
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The further condition imposed is that eveiy prospectus relating to 
the issue of shares and every balance sheet issued by the company 
subsequently to the issue of the shares, mixst contain particulars of 
the discount allowed on the issue of the shares or of so much of the 
discount as has not been written off on the date of the issue of the 
document in question. The penalty imposed in default in connection 
with the complying with Sec. 105A («*), t e., with regard to the pros¬ 
pectus as stated above, is a fine not exceeding Rs. 50 [Sec. 105A (m*)]* 

Preference, ordinap^' and deferred shares 

The shares of joint stock companies are divided into preference^ 
ordinary and deferred or founders' shares. The preference diare carries 
a preference as to the payment of dividends out of the profits of each 
year up to a fixed percentage, which preference may be made cumu¬ 
lative, i.e. in case the profits of a particular,- or a series of consecutive 
years, do not admit of a dividend being paid, such dividend accu¬ 
mulates to be paid during any subsequent year when the profits are 
large enough to admit of such a payment. In this case, the dividend 
for the year during which these profits are made, is paid first, and 
then that of each immediately preceding year is settled till all arrears 
are wiped off. In case a surplus is left after these payments, the ordi¬ 
nary shareholder is paid out of it his dividend for the current year 
4ip to the fixed or agreed percentage. The balance, if any, is divided 
either in full or in the proportion fixed by the articles among the 
holders of deferred or founders' shares. 

Which Shares to Invest in ? 

The answer to the question as to v/hich class of shares out of the 
three classes dealt with, should attract investors, depends on the nature 
of the enterprise, as well as on the temperament of the investor con¬ 
cerned. Mr. Nixon in his book on Advanced Book-keeping^ \'cry 
aptly remarks that Mr. Cautious invests in preference shares, lli. Spe¬ 
culative in deferred shares, and Mr. Medium in ordinary shares. We 
might complete the dictum by adding that Mr. Wiseman invests in 
all in due proportion, selecting the enterprise in each individual case 
with due care and proper judgment. In case of investors who are 
satisfied with a moderate Return on their capital, as long as the return 
is steady and regular, the preference shares of a substantial company 
offer the best medium. The only other fonii of joint stock company 
investment which is considered more secure than that of preference 
shares, is that offered by debenture bonds of substantial companies. 
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the paid-up share capital of the company, and (d) where any such 
shares are redeemed out of the proceeds of a fresh issue, the premium, 
if any, payable on redemption must have been provided for out of 
the profits of the company before the shares are redeemed. Besides 
this, the further condition in connection with such issue is that in every 
balance sheet of a company which has issued redeemed preference 
shares, a statement shall be included specifying what part of the issued 
capital of the company consists of such shares and the date on or 
before which these shares are, or are to be liable to be redeemed or 
where no defim'te date is fixed for redemption, the period of notice to be 
given for redemption. Failure to comply with the provisions of this 
sub-section (2) of Sec. 105B shall enfeiil on the company and every 
officer of the company, who is in default a fine not exceeding Rs. 1,000. 
The redemption of these preference shares may be effected on such terms 
and in such manner as may be provided by the articles of the company 
subject to the provisions of Sec. 105B. The further power given is 
that where in pursuance of this section a company has redeemed or 
is about to redeem any preference shares, it shall have power to issue 
shares up to the nominal amount of the shares redeemed or to be 
redeemed as if those shares had never been issued, and accordingly the 
share capital of the company shall not for the purpose of calculating the 
fee as payable undor Sec. 249 be deemed to be increased by the issue 
of shares in pursuance of sub-section (4) of Sec. 105B. Where, how¬ 
ever, the new shares are issued before the redemption of old shares,* 
the rede^ed shares shall not, so far as relates to stamp duty b® 
deemed to have been issued in place of sub-section 14) to Sec. 105B 
unless the old shares are redeemed within one month after the issue of 
the new shares. Where these new shares have been issued in pursuance 
of Sec. 105B (4), the capital redemption reserve fund may be applied 
by the company, up to an amount equal to the nominal amount of the 
shares so issued in paying up unissued shares of the company to be 
issued to members f>f the company as fully paid bonus shares. 

It may be added in connection with the issue of redeemable 
preferential shares, that the circumstances under which such an issue 
would be particularly valuable, are where a company requires capital 
for expansion of its assets which it CTcpects to repay out of profits 
at an early date, and thus it provides for that capital, the dividends 
Oil which it will have to pay only during the period that^uch shares 
continue to be the capital of the company and are not actually 
xedeemed. Thus the old shardmlders would benefit ina^nuch as they 
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would reap the advantages and profits of these • extensions made out 
of the capital raised on the redeemed preference shares. 

The Weak Points of Deferred Sharei^ 

The deferred or the founders* shares were in old days of company 
flotation generally allotted as fully paid to the promoters, or founders, 
by way of compensation or reward for services rendered by them to 
the company in conceiving the idea of floating the company and 
incurring the out-of-pocket preliminary expenditure thereon. As they 
were to rank last in the sharing of dividend, the original impression was 
that that was the least expensive method of remunerating these gentle¬ 
men. When, however, the large amounts drawn by some of them by 
way of dividend in the most successful of companies came to be known, 
the fallacy of the original idea became apparent, and the present 
practice of offenng this class of shares to the public, as dealt with in 
the previous paragraph, came into force. In spite of this modification 
it is thought by many that there is a certain element of weakness or 
risk involved in the issue of founders' shares as it carries with it a 
temptatior^sto bad finance. The Directors may, it is argued with some 
force, be induced to declare dividends on preference and ordinary shares, 
with a view to being able to pay dividends on these founders’ shares 
during prosp)erous years, without making adequate provision for depre¬ 
ciation and without transferring a substantial.sum to the reserve fund. 
The element which seems to give rise to this reflection is the fact that 
the bulk of the profit made during an exceptionally good year has. 
according to the regulations, generally to be arbitrarily distributed 
among the holders of founders’ shares. A cautious and business-like 
board, armed with a set of carefully-framed regulations, providing some 
form of gradation in connection with the distribution of dividends, 
appears to be the best remedy. 

Class Meetings for Variation or Modification of Rights 

A Class Meeting is a meeting of shareholders of a particular class 
convened in order to ascertain their views through a resolution on a 
question relating to their class. Where a re-organization of share capital 
has to be made it is clearly provided by the proviso of sub-section (i) 
of Sec. 54 that no preference or special privilege attached to or belong¬ 
ing to any class of shares shall be interfered with except by a reso¬ 
lution passed by a majority in number of shareholders of that class, 
holding three-fourths of share capita! of that class, and any resolution 
30 passed shall bind all shareholders of that class. Frequently, holders 
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of shares of a particular class axe gi^eo the privilege by memorandum 
or artides to appoint separate auditors, over and above those appointed 
by the company in general meeting on behalf of the general body of 
the shareholders., to exercise which right also a class meeting of share- 
holders may be called. 

With reference to variation or modification of rights of share¬ 
holders it may be noted that this has been specifically provided for 
by Sec. 66 (a) of the Indian Companies (Amendment) Act of 1936. 
The section lays down that in the case of a company the share capital 
of which is divided into different classes of shares, provision is made 
by the memorandum or articl es,J(^jiuthgris^^ 
atta^ed to any class ^shares in the company, subject to the consent 
of specified proportion of holders of the issued shares of that class 
or the sanction of a resolution passed by a separate meeting of holders 
of these shares, and in pursuance of the said provision the rights 
attached to any such class of shares are at any time varied, the holdefs 
of not less in the aggregate than ten per cent of the issued shares of 
that class, who did not consent to or vote in favour of the resolutkm 
for variation, may apply to the Court to have the said variation can¬ 
celled. Where any such application is made, the variation shall not have 
effect unless and until it is confirmed by the Court. An application for 
this purpose must be made within 14 days after the date on which the 
consent was given or the resolution was passed, as the case may be. 
This application may be made on behalf of shareholders entided to 
make the application, by such one or more members as the shareholders 
may appoint in writing for the purpose. The Court after hearing the appli¬ 
cant and any other person who applies to the Court to be heard and 
who IS interested in the application, may, if it is satisfied having regard 
to all the circumstances of the case that the variation would unfairly 
prejudice the shareholders of the class represented by the applicant, 
disallow the variation. If. on the other hand, the Court is not satis¬ 
fied, it would confirm the variarion. TUe decision of the Court on any 
such application shall be final. The company must, within 15 days 
after the service of any order made on any such applicati<m, forward 
a copy of the said order to the registrar. In case of default in com¬ 
plying with this provision, the company and every ofl6cer who is know¬ 
ingly and wilfully in default is liable to a fine not exceeding Rs. 50. 
The expression variation ** in this section includes abrogation 
and the expression ** varied shall be construed accordingly. 
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This section was introduced in the English Gjmpanics Act of 1929 
on the recommendation of the Greene Commission of 1925-26 because 
in the opinion of the Commission the modification of rights, clauses m 
articles sometimes caused hardship. This was particularly the case 
where, for example, some preference shareholders whose rights were 
proposed to be cut down, held large number of ordinary shares, and 
who were likely to be benefited by the modification, used their votes 
as preference shareholders at the preference shareholders' meeting in 
order to secure such benefit to themselves against the interest of the 
general body of preference shareholders. It was, therefore, recom¬ 
mended by the Commission that the remedy lay in giving the Court in 
proper cases a power to review th^ resolution of a class meeting which 
in their opinion would be sufficient to prevent injustice without inter¬ 
fering .with the benefical operation of the modification clauses in the 
articles. 

With respect to the requisition it must be noted that in case of 
joint members all must sign and the signature of one on behalf of 
another will not do. The right to join in the requisition is a statutory 
^ght which cannot be taken away by articles, and therefore according 
to Gore-Brown, pp. 353-4 (35th Edn.) those shareholders who have 
no right to vote given by the articles can also be signatories to this 
requisition. 

Section 79 lays down to the effect that, in default of and subject 
to, any regulations in the articles, the meeting of the company may 
be called by fourteen days' notice in writing, served on every member 
in the manner in which notices are required to be served by Table 
"A ", by any five members, at which meeting any person elected by 
members present, may be chairman, and every member shall have one 
vote. When meetings are advertised to be held at which certain reso¬ 
lutions are notified to be proposed, it is within the powers of the 
directors to issue circulars to members inducing them to vote one 
way, or the other, and they are entitled to collect proxies in their 
favour. At meetings of the company, members have no right to be 
represented by their agents, or solicitors, and articles of association of 
alxDost all companies provide that in case of vote by proxies, the proxies 
shall be members of the company in their own right also. 



CHAPTER IX 


COMPANY ORGANIZATION AND 
SECRETARIAL WORK 

The Structure of Joint-Stock Companiet OrganisitXMi 

In the case of companies the internal management is cotitfbibd 
by the following agencies:— 

(1) Proprietors or Shareholders, 

(2) Boaj(<d of Directors, 

(3) Secretaries and Agents, 

(4) Departmental Managers, • 

(5) Employees in the various departments. 

In the case of industrial corporations, there is also a distinct staff 
in coimection with the factoiy or mill, with the technical managei$« 
superintendents, foremen and the labour force. The details at to thcM 
are discussed in a subsequent chapter dealing with Industrial Organiza¬ 
tion. For the purpose of this chapter we shall only consider the afore¬ 
said five agencies. 

CONTROL OF PROPRIETORS OR 
SHAREHOLDERS 

The proprietors or shareholders of joint stock companies are 
naturally assigned a very important place within the organization of 
joint-stock companies. Many important steps can only be taken by 
the board of directors with the consent of shareholders obtained in 
meetings either through an ordinary, extraordinary or special resolution 
as may be provided for-by the Act. The recent exhaustive amendments 
of the Companies Act have considerably strengthened the position of 
shareholders or members of joint stock companies by increasing their 
powers in various directions. Generally speaking, shareholders elect 
the board of directors ^o are empowered to supervise the management 
and lay down policies. The powers of this board of directors depend 
upon the Companies Act as well as the clauses in the memorandum and 
articles of association of the companies concerned. The shaiehoUen 
also confirm* the appointments of directors at general meetings when, 
in the course of the working year, vacancies are filled up by the boani 
of directors. 
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Important steps sucti as the alteration of name or objects^ or ledac* 
lion or increase of capital, or alteration of the liability clause of the memo¬ 
randum, or alteration of the articles of association, etc., can only be 
taken through a resolution of shareholdefs cither ordinary, extraordi¬ 
nary, or special. They exercise certain jurisdiction regarding the 
declaration of dividends and winding up of the company, particularly 
in connection with voluntary winding up which can only be given 
effect to by the shareholder's resolution. 

CONTROL AND RESPONSIBILITY OF vTHB 
BOARD OP DIRECTORS 

Their Powos 

We have already dealt with points of interest in connection with 
the selection of directors. There should be at least two directors in 
the case of every public company in England, and three in India, 
according to the amending Act of 1936 ; but there is nothing to prevent 
a larger number being appointed as is usually done. In case there is a 
default in the appointment of the directors, the subscribers to the memo¬ 
randum are to be deemed directors of the company until shareholders 
formally appoint them. Casual vacancies in the board may be filled 
up by the board of directors, but the person so appointed must be 
subject to retirement at the same time as if he Imd become a director on 
the day on which the director in whose place he is appointed, was last 
appointed. Directors should take up their qualification shares as 
laid down by the articles within two months of their appointment or 
any shorter period provided in the articles. 

Powers of the board of directors are fixed by the articles of asso¬ 
ciation. They may be wide or restricted. The articles may provide 
for one or more directors who may be styled the managing director or 
directors. There is no objection to a firm, or a limited company, being 
appointed a director. The position of directors resembles that of 
attorneys or agents of the company in some respects, in so far as they 
can enter into contracts on behalf of the company with outsiders and 
bind the company. Their functions resemble feose of trustees as 
regards the assets and property of the company which come into their 
possession. They are not to make secret profits out of the company, 
taking advantage of their position as directors. Nor should they enter 
into oMitracts with the company on their own behalf, or on behalf of 
some other company of which they are directors, unless sanctioned to 
do so by the articles or by the company in general meeting. 
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In laying down powers which the directors are to exercise, care 
should be taken to include all possible powers which are considered 
essential with a view to enable them to carry on their duties efficiently. 
Any undue restriction is here sure to hinder the smooth working of the 
company and may involve the necessity of calling shareholders' meet* 
ings, resulting in delay and expense. Where the articles are silent with 
regard to any particular power which the dirc^rs wish to exercise, the 
implication of law is that they can do all that is ordinarily necessary in 
order to carry on the business of the company they are entrusted with. It 
is, however, unsafe to rely upon implied powers. If directors commit 
any act which is beyond their power, i.e. ultra vires the directors, they 
are personally liable for losses if any. The shareholders or the 
company, however, may ratify the act in case the same is intra vires the 
company. The first auditors of the company are appointed by the 
board of directors and the casual vacancies in this connection are also 
filled in by them,—of course subject to the confirmation of the company 
•at the general^ meeting. The directors have to exercise their powers 
with due diligence. They are not responsible for loss caused through 
mere error of judgment. Directors generally select the staff of the 
company and decide what, if any, dividend is to be paid. 

Lhibility of Directors 

We have noticed that the board of directors enter into contracts on 
behalf of the company and that with respect to these contracts, they 
are not personally liable so long as they do not exceed their authority, 
and are not negligent. Of course, if they give a personal guarantee 
with respect to any of the agreements, they would be liable on such 
a guarantee. With regard to their exceeding their authority it may be 
mentioned, that if directors apply the company's money for an object 
other than that for which the company is incorporated, they would be 
personally liable to make good the amount. In case a director signs 
bills of exchange which do not bear the company’s name, he becomes 
personally liable. Directors who sanction payments on behalf of the 
company, ought to see that these payments are properly made, i.e. they 
are made for purposes .which fall within the scope of the company’s 
objects. Directors are, however, not responsible for misconduct of their 
co-directors, or of other persous employed by the company. 

One of the most important duties of the directors is to see that a 
general meeting is held within cigjiteen months from^ the date of its 
incorporation, and thereafter once at least in every calendar year and 
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iK)t more than fifteen moothsi alter the hoicfing of the last preceding 
geiKral meeting (Sec. 76]. Under thn English Act, the annual meeting 
has to be held once at least in a calendar year, and not later than 
eighteen months from the date of the last annual meeting. In the case 
of a public company it is also their duty, after the balance sheet arid 
profit and loss account have*been laid before the company at its general 
meeting, to file a copy of the balance sheet signed by the manager or 
secretary of the company with the registrar of companies at the same 
time as a copy of the annual list of members and summary prepared 
jn accordance with Sec. 32. Failure to do either entails a fine. If a 
director is prosecuted for not filing this balance sheet with the registrar 
as required by Sec 134 (4) of the Act, he cannot plead, in answer, that 
aa annual general meeting was rwt called and therefore a balance sheet 
was not laid before the meeting. 

Directors’ Contracts with the Company 

The next point to consider is the position of the directors to contract 
with the company in their (directors') own interests. Here the position 
is that directors cannot enter into contracts with their company unless 
articles of association otherwise provide. The reason is that here they 
are in a fiduciary position, and their interests are in conflict with 
their duties. In practice almost all companies now provide for this 
power in their articles. According to some learned judges in a leading 
case on the point the company is entitled to have the benefit of the col¬ 
lective wisdom of its directors. But the company can waive the benefit 
of this rule. Our Indian Companies (Amendment) Act, 1936, further 
lays down that in case of certain specific contracts by a director with the 
company such as those for sale or supply of goods and materiab, consent 
of directors has to be obtained (Sec. 86F). It is also laid down that 
the directors of a public company or of a subsidiary of a public company 
shall not, except with the consent of the company coacemed in general 
meeting, (a) sell or dispose of the undertaking of the company or (b) 
remit any debt due by a director. Directors who wrongfully take 
benefit of a contract with their company, must indemnify the company. 

Directors* LiabiUty for Negligeiioe 

No doubt directors do not bring with them any special qualifica¬ 
tions for their office but they are bound, while acting as directors, to 
act with such care as can reasonal^ be expected of them, having 
regard to the knowledge and experience they happen to possess. In 
connectioo the Indian ‘Companies Act, Sec. aSr as amended by 
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the Indian Companies (Amendment) Act of 19361 gives a certain 
amount of protection to the directors, managers, managing agents# 
officers and auditors of the company* 

It Is here laud down that if, in any proceeding for negligence 
default, breach of duty or breach of trust against directors, managers# 
managing agents, officers and auditors of a company, it appears to the 
Court on hearing the case that that person is or may be liable in respect 
of negligence, default, breach ot duty or breach of trust, but he has 
acted honestly and reasonably, and that having regard to all the circum* 
stances of the case, including those connected with his appointment, he 
ought fairly to be excused for the negligence, default, breach of duty 
or breach of trust, the Court may relieve him, either wholly or partly 
from his liability on such terms as the Court may think fit [Sec. 
281 (I)], 

It is further laid down that where any person to whom this section 
applies has reason to apprehend that any claim will or might be made 
against him in respect of any negligence, default, breach of duty or 
breach of trust, he may apply to the Court for relief and the Court on 
any such application shall have the same power to relieve him as under 
this section it would have had if it had been a Ck>urt before which 
proceedings against that person for negligence, default, breach of duty 
or breach of trust had been brought [Sec. 281 (2)]. 

Liability of Directors and Old Indemnity Qause 

Save as provided in this section (Sec. 86C), any provision, whether 
contained in the articles of a company or in any contract with a com¬ 
pany or otherwise, for exempting any director, manager or officer of 
the company or any person (whether an officer of the company or 
not) employed by the company as auditor from or indemnifying him 
against any liability which by virtue of any rule of law would otherwise 
attach to him in respect of any negligence, default, breach of duty or 
breach of trust of which he may be guilty in relation to the company 
shall be void: 

■provided that— 

(a) in relation to any such provision whlcfh is in force at the 
date of the commencement of the Indian Companies 
(Amendment) Act, 1936, this section shall have effect only on 
the expiration of ^period of six months from fhat date, and 

IS 
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(6) nothing in this section shall operate to deprive any person 
of any exemption or right to be indemnified in respect of 
anything done or omitted to be done by him while any such 
provision was in force, and 

(r) notwithstanding anything in this section, a company may* 
in pursuance of any such provision as aforesaid, indemnify 
any such director, manager, ofl&cer or auditor against any 
liability incurred by him in defending any proceedings, 
whether civil or criminal, in which judgment is given in 
his favour or in which he is acquitted, or in connection with 
any application under Section 281 of this Act in which rdief 
is granted to him by the Court. 

Loans to Directocs 

The practice of taking loans from companies of which they were 
directors became scandalous in this country with the result that the 
Bombay Shareholders* Association and other public bodies protested 
against same. As a result. Sec. 86D (i) was introduced into our Act 
by the Indian G)mpanies (Amendment) Act of 1936 which expressly 
forbids loans of any kind to a director other than a director of a 
banking company or that of a private company. It is thus laid down 
expresdy that no company shall make any loan or guarantee any loan 
made to a company or to a firm of which such a director is a partner 
or to a private company of which such partner is a director. 

In addition. Sec. 86D (2) lays down that where the provision of 
the above sub-section is contravened, any director who is a party to 
such contravention shall be punishable with fine which may extend 
to nq^ecs five hundred and if default is made in repayment of the 
loan or in discharging the guarantee he shall be liable joinJy and 
severally for the'amount unpaid* 

Prosecution of Delinquent Directors 

Under the old Act there was no power given to the Public Prose¬ 
cutor to launch a prosecution against delinquent directors. The result 
was that liquidators either in voluntary or compulsory liquidation 
had to institute * proceedings on their own responsibility and finance 
same out of the assets of the company concerned. In many cases 
the creditors who had already lost.much money, were naturally reluct¬ 
ant to waste anything further on prosecutkms: with the result that 
the delinquent directors and officers escaped*^unpunished*. On lecom- 
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Urondation of the Greene Commission, however, the English Act of 
1929 introduced provision by which the delinquent directors could 
be prosecuted at public expense, which provisions have since been 
copied by our Indian Companies (Amendment) Act of 1936. 

Under both the English and Indian Acts it is now laid down 
that where it appears to the Court, in course of a winding up, that 
any past or present director, manager or officer, or any member of 
the company has been guilty of any offence in relation to the com¬ 
pany for which he is criminally liable, the Court may, either on appli¬ 
cation of a person interested, or on its own motion, direct the liqui¬ 
dator either to prosecute the offender himself, or to refer the matter 
to the Registrar. The same course is open to the liquidator in volun¬ 
tary winding up; and the Registrar, if he thinks that the case is one 
in which a prosecution should be instituted, shall place the papers 
before the Advocate General or Public Prosecutor, and, if advised to 
do so, institute proceedings. Of course, in course of prosecution the 
liquidator has to give all possible assistance to the Public Prosecutor. 
It may be stated that the only difference between the English and 
IndiiLn Act is that in the Indian Act it is provided that the Registrar 
should look into the matter in the first instance and refer the matter 
to the Public Prosecutor or the Advocate General; whereas the English 
Act lays down that the Court in sUch cases may direct the liquidators 
to prosecute the delinquent directors themselves, or transfer the matter 
to the Director of Public Prosecutions. In other words, the Registrar 
is not playing any part in this matter as far as England is concerned, 
both in voluntary and compulsory winding up. 

Special Law applying to Bankrupt Directors, Managen 
and Managing Agefflf^ 

It is now laid doWn specifically by Sec. 86A in addition to the 
provision of disqualification as provided for by Sec. 86 ( 1 ) (c) that in 
case an undischarged insolvent acts as director or managing agent 
or manager of any company, he shall be liable to imprisonment for a 
term not exceeding two years or to a fine exceeding Rs. 1,000 or to 
both. This section covers companies incorporated within British India 
as well as outside British India. 

It may be added that this section follows a similar section, viz., 
Sec. 142 of the English Act which was enacted on recommendation of 
the Greene Commission. The Greene Commission stated to the effect 
that they had come across many cases where bankrupts who had not 
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obtained their discharge had been able, by using the machinery of the 
Companies Act, to continue trading under, the disguise of a limited 
company with results often disastrous to those who gave credit to the 
company. 


Office of Profit Held by Directors 

It is now laid down by Sec. 86E that no director or firm Of which 
such director is a partner or private company of which such director 
is a director shall, without the consent of the company in general 
meeting, hold any office of profit under the company except that 
a managing director or manager or a legal or technical adviser or a 
bamker. The only exception is that nothing herein' contained shall 
apply to a directed appointed before the commencement of the Indian 
Companies (Amendment) Act of 1936 in respect of any office of profit 
under the company held by him before the commencement of this 
Act. For the purpose of this section, however, the office of managing 
agent is not to be deemed to be an office of profit imder the company. 

Assignment of Office of Directors 

The practice of assigning office by directors under powers given 
to them in articles of association became most frequent in England, 
with the result that the matter came up before the Greene Commis¬ 
sion of 1925-26. The Commission in its report stated that it may 
be questioned whether such a provision is lawful, at any rate in the 
case of directors, but in any case we consider that the practice is a 
most undesirable one and that any such Assignment should be prohi¬ 
bited unless it is sanctioned by the company." It further added that 
" when such a provision is in force the company is deprived of all 
effective control over its directors, and the holder of office is in a 
position to force upon the company for his own profit any person, 
whether suitable or not who is willing to pay a price." Accordingly 
a section prohibiting this practice has been inserted in the English 
Companies Act of 1929. following which our Indian Companies 
(Amendment) Act of 1936 lays down that if, in the case of any com¬ 
pany a provision is made by the articles or by any agreement entered 
into between any person and the company for empowering a director 
or manager of a company to assign his office as such to another person, 
any assignment of office made in pursuance of the said provision shall 
notwithstanding anything to the contrary contained in the said provi¬ 
sion be of no effect unless and until it is approved by a special resolu¬ 
tion of the company. (Sec. 86B). 
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Alternate or Substitute Directors 

However, the exerdse by a director of a power to appoint an 
alternate or substitute director to act for him during an absence of 
not less than three months from the district in which meetings of the 
directors are ordinarily held, if done with the approval of the board 
of directors, shall not be deemed to be an assignment of ofi&ce within 
the meaning of this section. 

Of course any such alternate or substitute director shall ipso facto 
vacate office if and when the appointer returns to the district in which 
the meetings of the directors are ordinarily held. It will be thus seen 
that temporary appointments of alternate or substitute directors do 
not constitute an assignment of office within the meaning of this sec^ 
tion, when made with the approval of the board of directors. 

Debenture Dlrectori 

There are also cases where debenture holders or some other out* 
dde body are empowered to nominate direotors ; and in such cas§s 
the nomination of such body will in itself be sufficient and no further 
act on the part of the company will be necessary. If, however, the 
arrangement is that this outside body is to nominate and the company 
is to appoint them, of course the appointment by the company would 
be necessaiy. 


Arc Board Meetings necessaiy ? 

The directors normally act through their board meetings, and give 
effect to their decisions through the medium of resolutions. The regu¬ 
lations as to holding of directors’ board meetings are to be found in 
the articles. In some companies articles provide that a circular signed 
by all directors shall be as effective as a resolution of the board. From 
the standpoint of practical organization, however, such a course seems 
to be open to objection. If decisions are to be arrived at without a 
meeting, where alone an exchag||| of views through discussion on both 
sides is possible, such decision^* hardly be considered t6 be perfect. 
Almost every business man witm^me experience of board and general 
meetings must have come across instances where men who attended 
meetings :with a firm resolution to vote against or in favour of a pro¬ 
position, were led to change their mind after following ’ the discussim 
and exchanging views with others present at these meetings. The 
mechanical issue aAd the automatic record of signatures on circulars, 
Strike at the root of the principle on which a joint stock company 
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organization is based, viz. the direction of the aSadrs of the company 
according to the will of the majority after giving every side a full and 
fair opportunity of representing its own views on the question at issue. 
The decisions by circulars therefore even where permitted by articles 
should be strictly‘confined to formal matters. 

Distribution of Executive Functions of the Board 

In small companies the chairman is appointed a managing 
director, and as such controls the internal administration of the enter¬ 
prise. He presides over the meetings of the company as well as those 
of the board of directors, and looks after details of the administration 
as a full time official. In large companies, however, the board divides 
itself into a number of committees, such as, the “ finance committee,'* 
works committee,’* ’’share transfer committee,*' ’’general purposes 
committee,** etc., to each of which special functions are assigned. 
These committees look after the administration within their respective 
sphere of work and report at fixed intervals to the general board who 
formally adopt their report. Special minute books are maintained to 
record minutes pf the work of each of these committees, the proper 
working of which is left in charge of the principal executive officer, 
viz. the secretary. We shall deal with details of the secretarial work 
under its special heading. This power of delegation of the work of 
the board of directors to the committees is generally provided for by 
the articles of association. Thus the ” finance committee ** looks after 
the financial problems, " works committee *' deals with questions of 
works of administration, share transfer commitfee '* deals with the 
question of transfer applications for shares, etc. This division of work 
results in economy of time and labour, as well as efficiency in 
administrative work through its concentration, in the hands of those 
who happen to be the most capable to deal with same. 

FUNCTIONS OF A COM|\NY SECRETARY 
His Selection Duties 

The ” company secretaiy ” has come into prominence as a 
specialised officer with specialised training in company secretarial 
practice and company law with a view to efficiently look 
after secretarial work in connection with joint stock companies. The 
word secretary ” is derived from the Latin word ” secretarius,*' which 
means a notary or scribe. In early days it was employed in connection 
with private secretaries of ministers of state. Thereafter it has extended 
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to secretaries of embassies and legat ons. Private individuals with large 
es^te? and .other interests thereafter began to employ secretaries. 
Ultimately, the advent of joint stock companies on the scene and their 
development into large dimensions, brought into existence a specialised 
officer of the type^we have refeired to above who is now known as the 
secretary of a joint stock company. There are now-a>da)^, avenues 
for specialised education for company secretaries with two prominent 
Professional Boards of England, each of which has formulated 
syllabuses exacting a very high standard of knowledge, viz., (i) The 
Chartered Institute of Secretaries of London \^'ith which is now amalga¬ 
mated the Incorporated Secretaries Association of London, and (2) The 
Corporation of Certified Secretaries of England. No doubt, the secre- 
<tary is the mouthpiece of thfe board and has to carry out\commands and 
orders of the. board of directors ; but in connection with technical inci¬ 
dents of company practice, as well as the grappling .of problems of 
company law, it is he- who generally guides the board of 
directors. An able secretary, who wins over confidence of the board, 
exercises considerable influence on the directors. Usually our 
managing agency firms employ a secretary who is attached to one or 
more of the^ companies under their management. The managing agents 
as such are * now specifically defined under the Indian Companies 
(Amendment) Act of 1936, and receive a special treatment in the Act 
as to their rights, duties and obligations which have been fully dealt with 
previously. The secretary here is a full-time salaried officer who looks 
after the secretarial work of his company. His position naturally is 
most confidential, as he is continuously in close touch with the work 
of the board of directors. The selection of this important official forms 
one of the principal steps in the early organization of a company. The 
choice in selection of this important official should fall on an expert with 
special training and experience in company work and practice, with a 
wide range of specialised knowledge in general affairs. He should also 
be able to control a large number of men, specialists as 'well -as the 
general office staff, and should possess an impressive personality. He 
should above all be a man of honour and integrity, who is not likely to 
use his official position or knowledge as to the internal working of the 
company to his own ^advantage, or to thalt of his fri^ndsN^andv relatives. 

The following is a summary of the duties of a secretary under two 
different conditions, viz. (1) at an(f before the incorporation of the 
compamy, (2) after incorporation of the company. 
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I.— Duties At and Before Incorporation 

(1) To attend at all preUminaiy meetings convened and when 
required, keep a record of proceedings of these meetings and help in 
the discussion and preparation of the Prospectus. 

(2) To see that all requirements of the Act as to incorporation and 
registration are carried out and that the proper documents are being 
filed. After incorporation to call the first meeting of the board and 
get the necessary resolutions passed in connection with the election of 
chairman if not so appointed by the articles, appointment of secretary, 
manager, accountant and other responsible officers, the disposal of 
the Incorporation Certificate and opening of bank accounts, the signa¬ 
ture on cheques and other important documents, etc. 

(3) To see that his own appointment is made and confirmed in a 
proper form by a proper resolution at the first meeting of the board. 

(4) The appointment of various sub-committees such as the transfer 
committee, the finance committee, works committee, etc. 

(5) To obtain at the earliest opportunity a certificate entitling the 
company to commence business by filing the necessary papers and 
documents. 

(6) To make preparation within the time appointed and call the 
statutory meeting as well as get the statutory report prepared in due 

form. 

II.— Duties After Incorporation 

(1) To make himself thoroughly conversant with the contents of 
the memorandum and articles of association, as well as regulations 
fixed by the board at its early meetings. 

(2) To call meetings of directors, committees and members at 
intervals fixed by regulations, or otherwise, and get the proceedings 
recorded in proper minute books with indexes. 

(3) To look after the secretarial correspondence and exercise 
general supervision over the affairs of the company, particularly those 
falling within the sphere of secretarial department, and in small com¬ 
panies, also to look after the details of management, accounts, etc. 

(4) To see that proper documents are sealed according to the 
regulations, in the presence of’ the required number of directors, under 
his own counter-signature. 

(5) To look after the incidents of applications, allotments, and 
calls on shares and debentures, as well as forfeiture of shares and to 
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see that the procedure as laid down by the regulations is strictly 
followed. 

(6) To see that all doctLtn8nt$ are properly stamped and filed 
according to the requirements of the Companies Act, 

We shall now deal in some detail with these duties by classifying 
them under the following four headings: — 

(1) Correspondence and general office work, 

(2) Early company work, when appointed as a secretary of a 

newly formed company. 

(3) Preparation for and work in connection with board meetings. 

(4) Preparation for and work in connection with shareholders' 

meetings. 

Secretarial Correspondence and General Office Woiic 

As the principal executive officer, the secretary has to c?rry out 
the instructions of the board and for that purpose, has to attend to 
the correspondence on behalf of the company which he generally signs 
as an agent of the company. The secretary should see that the instruc¬ 
tions on which he acts are clear and preci^. He has no right to act 
contrary to his instructions, even though he may think that necessary 
in interest of the company. On all important questions he should 
consult his board, or the committee entrusted with the particular 
department. Even on matters on which he is allowed a discretion, it 
is safe to consult the chairman in case of any doubt or difficulty. 
With regard to the general office work he has to see that the same 
is properly distributed among various departments and that each 
departmental manager is made responsible for the result. In small 
companies he has to manage the whole office establishment, as in such 
cases the offices of the secretary and the manager are generally merged 
in one person. 

In case of a newly-incorporated company, he has to supervise the 
filing of the necessary documents and to assist in conduct of business 
at various board meetings held. In case his semces are engaged 
before incorporation, his appointment will be sub pro tern, which has 
to be duly confirmed after incorporation. He should see the name of 
the company displayed outside its office premises in prominent letters 
with the word Limited added to it, in case the same is a limited 
company. On the other hand, a newly-appointed secretary to an old 
established company, in place of a retiring officer, will find his work 
to be easier with precedents to follow. In case of a new company 
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his capacity for organization of the office wiD be fully exercised^ 
whereas^ in a going concern he will find a system of organization already 
in work. All he ha3 to do in the latter case is to follow precedents 
wherever they appear to be sound, and offer suggestions- for alteration 
and improvements wherever necessary. All letters received should, as 
far as possible, be opened in the secretarial office^ cither by the secre- 
tary or his immediate assistant* and then sorted and distributed to 
departments concerned for attention. All secretarial letters should be 
attended to by the secretarial staff itself after obtaining information or 
explanations where necessary from the department or departments con¬ 
cerned. 

With regard to the accounts department, the work here will no 
doubt rest in the first instance with the accountant of the company* 
who is a specialist in his branch of work. The secretary obtains figures 
from the accountant from time to time with regard to the purchases, 
sales, and expenses, as well as figures showing the progress, or other¬ 
wise of profits, bad debts, total financial commitments and resources 
of the business for being placed before the board from time to time. 

Early Company Wodc and the Secretary 

In connection with early company work of a newly-incorporated 
company^ it need only be added that the various incidents as to pre¬ 
paration of the prospectus^ consideration of the applications, allotment 
of shares, fiKng of various documents and forms, as well as entries in 
the various subsidiary books regarding these* as discussed in a pre¬ 
vious chapter, are ia be attended to by the secretary. He has also 
to attend to the share transfer work. Here it may be noted that in 
case of death of a member or shareholder, a note should be placed in 
the register of members with regard to same ; and the secretary should 
also call for the probate for inspection from the personal representative 
of the deceased, and endorse the date of production on same. The 
executors or administrators acquire in law a right to transfer or 
transmit shares, and when transfers are made by them, the secretary 
should satisfy himself as to their legal status. Till that is done the 
shares should be allowed to stand on the register of members in the 
name of the deceased member. The Indian Comoanies Act forbids 
any notice of trust being entered on the register. If the executor or 
the trustee gets shares transferred in his name in his personal capacity 
as a shareholder, the same mav be done ; as that course makes the 
executor or administrator personally liable for obligations arising from 
such a holding, but he cannot be entered in his official capacity as an 
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executor or trustee under the Act In case where shares are held by 
two or nipre parties as joint owners, the secretary need only record the 
notice of death on satisfying himself on that head, as the survivors 
become the owners of the share on the death of a joint holder. In 
case a shareholder dies abroad, the secretary should obtain a statutory 
declaration of death certified by the British Consul of the place where 
the death occurred. In case of marriage of a female shareholder, a 
written declaration of marriage, duly signed, together with her married 
name, should be obtained and noted on the register of members. In 
case of lunacy of a shareholder, where a committee has been appointed, 
the order of the Court should be called for inspection and the fact 
noted on the register. In a case where a joint stock company purchases 
shares and wishes to be placed on the register of shareholders, the 
secretary should ascertain from the memorandum of association of such 
company whether the said company has a right to purchase shares. 
In case of insolvency of a shareholder, the official assignee in India, or 
the trustee in bankruptcy in England, should^ be called upon to pro¬ 
duce the original order of aopointment and on inspection a note should 
be made of it on the register. 

Powers and Liabilities of the Company Secretary 

Unless expressly given powers by the articles of association, the 
Secretary has to act in accordance with the orders of the board of 
directors or the company in general meeting. Sometimes the articles 
'permit the board of directors to delegate such of their powers as they 
desire to the secretary in which case the board can delegate or autho¬ 
rise the secretary to enter into certain agreements which is in power 
of the board to enter into. The secretary can thus sign a bill of 
exchange or cheque on behalf of the company under special powers 
given to him by the articles or by the directors under their delegation 
rights. We have already seen that the secretarial correspondence 
empowers him to sign allotment and call letters as well as letters for¬ 
feiting shares on order of the board on proper resolutions passed at 
the board meetings. He has also the authority implied in his official" 
duties to certify transfers on deposit of the relevant share certificates. 
All the notices of ?^eetings, etc., are signed by him. For any wrongful 
act committed by the secretary while acting within the scope of this 
authority the company is responsible and in addition the secretary 
himself would be equally^able. As an agent and officer of the com¬ 
pany he is in a fiducia|||B^sition and hence he cannot make secret 
profits or receive secret URmission. Such amount would have to be 
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refund^ by him to the company with interest and in addition> the. 
company can sue the person giving such a commission for damages. 
In one case (In re Fenwick Stobart and Co, Ltd., (1902) i Ch D. 507) 
where the same person acted as secretary of two companies it was held 
that it is not true as a general proposition that any fact which he comes 
to know of in his capacity of secretary of one company is notice to 
the other company also ; unless it is proved that his duty to the first 
company made it incumbent to communicate this knowledge to the 
second company also. 

Preparation and Work regarding Board Meetings 

The board meetings of directors may be held as frequently as the 
directors may in their opinion think necessary and convenient in the 
interests of the company. In this connection the secretary should 
carefully study articles of association of his own company and strictly 
follow the procedure laid down there. Proper notices as to the meetings 
should be sent to each and every director, and in case of commjttee 
meetings, to every member of the committee. This is. very important, 
as it has been held that failure to send such a notice to a single director 
entitled to attend meetings will invalidate aU business that is done or 
considered at the meeting. In some companies the practice is to fix 
certain dates, or week days, in advance, on which board meetings are 
to be held: whereas in others, the secretary in consultation with the 
chairman fixes same. To the notice convening the board meeting, a 
slip is frequently attached shdwing the date of the meeting as well as 
the name of the director, which the director concerned is requested to 
hand to the clerk at the entrance of the board room-^ for convenience 
of recording his attendance, both in the directors’ attendance book and 
in the board minute book. These notices are made out in the following 
foftn:— 

FORM OF NOTICE OF A BOARD MEETING 
The Bombay Spinning & Weaving Company, Ltd., 

51, Homby Road, 
Bombay, 15th Aprril, 1945. 

Dear Sir. 

I beg to inform you that a meeting of the Directors of the Company 
W»ll be held at the Registered Office of the Company on Saturday the 22nd 
instant at 5 pjn. (S.T.) when your presence is requested. 

Yours faithfully, 

J. FERNANDEZ,^ 

Secretary* 
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Sir Solomon Isaacs Kt, 

The Reclamation, 

BOMBAY. 

The following business is to 
be transacted:— 

(1) General, 

(2; Consideration of the 

Report of Works Comraittfee 
re proposed additions. 

Tlie Agenda 

The secretary should ne^t see that the board room is properly 
arranged oft the date fixed for meeungs and all figures, documents, 
papers and books, which are likely to be wanted at the meeting, are 
kept on a side-table. He should prepare tiie agenda, i.e. the list of 
business to be done at the meeting. The items on the agenda should 
be arranged in their order of importance, preferably in consultation 
with the chairman or one of the most active difectors. This agenda 
may be prepared on loose sheets of foolscap paper, a copy of each of 
which is placed in front of the seat of each director. The secretary 
should take care to see that ^ois own notes of the proceedings are 
accurate. 


Form of the Agenda 

The form of a board meeting agenda varies according to the nature 
of the business which has to be placed before the board at each 
meeting. The first and the last item of the agenda invariably recur in 
almost every board meeting agenda, except that of the first meeting, 
viz. Read minutes of the previous meeting and ** Fixing of the 
date of the,next meeting The agenda of the first board meeting of 
a joint stock company will appear in a form similar to the one given 
below: — 

ft 

AGENDA 

of 

Board Meeting, Saturday 15th April 1945, to be held at the Registered 
Office of the Company. 

J. Incorporation of the company, leg^ adviser to report on same. 

2^ Election of Chairman. 

3. Appointment of officers, viz. the secretary, the manager and the 
accountant. 

4. Approval of draft prospectus. 

5. Fixing of the data of next board meeting. 
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^ The agenda of a board meeting held in the midst of busy life o£ 
a successful joint stock company will exhibit items in the following 
fbnn;— 

AGENDA 

of 

Board Meeting, Monday 15th May 1945, to be held at the Registered 
Othee of the Company. 

1. Minutes of the last meeting. 

2. Bank pass book and cash account as prepared by the accountant to be 
submitted for approval. 

3. Trading returns for the quarter as prepared by the general manager 
to be submitted. 

4. Resignation of Mr. Rodrigues, a director, to be considered. 

5. Report of the transfer committee to be submitted for adoption. 

0. Correspondence re J. Dayabhai and CcC*s claim to be submitted lor 
further directions. 

7. Date of the next meeting. 

FORMS OF* NOTICES SENT OUT BY 
JOINT STOCK COMPANIES 
NOTICE OF MEETING TO PASS SPECIAL P.ESOLUTIONS 

The . Company, Limited. 

Notice is hereby given that an e^irtraordinary general meeting of the 

above company will be held at . (place) . at . 

(time) .on the .day of ...» .19 , for the purpose 

of considering and if thought fit passing the following resolution as a special 
resolution, viz., 

(Set out proposed resolution) 

Dated . day of . 19 . 

By order of the ^oa2t{» 

Seerstarff^ 

NOTICE THAT CERTIFICATES OR SHARE WARRANTS TO BEARER 
ARE READY FOR ISSUE 

The ... Company, Limited* 

Date . 

Sir, 

I am directed to inform you that the certificates of (ordinary) Shares 
(or Stock Certificates cr Share Warrants to bearer) in the above company 
are now ready for issue, ond that your certificate “(or Warrajit) will be 
delivered to you or sent to you by post upon your applying for the same 
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and produdng and sumnderfn^ ihe letter of allotment of sudi alums (or 
Stock), the bankers’ receipts for the sums paid upon application and allot- 
ment (and the receipts for subsequent instalments of the amount payable 
in req;>ect of the sham). 

Yours, etcL, 


Secretary. 


NOTICE. ADVERTISEMENT OP CLOSING OF REGISTER 
OF MEMBERS 


Hie 


Company, Limited. 


Notice is hereby given pursuant to Section 37 of Indian Companies Act, 
1913, that the register of ^ members of the abovenamed company will be 

closed from the .day of. till the . day of 

. inolu^ve. 


By order of the Board, 


Secretary. 


NOTICE OF ANNUAL GENERAL MEETING 
The X, Y, Z, Company, Limited. 

Notice Is hereby given that the Tenth Ordinary General Meeting of the 


X, Y, Z, Company, Limited, will be held on . at . 

(Standard Time), at the registered office of the company, at.. to 

transact the following business:— 


1. To adopt the directors’ report and audited Statement of accounts 

made up to . 

2. To sanction the declaration of a Dividend. 

3. To sanction the payment of a bonus to the company’s staff. 

4. To elect directors in the places of those who retire by rotation, but 
are eligible for re-election. 

5. To appoint auditors for the current year and fix their remuneratioii. 

6. To transact any other business that may be brought forward by tha 

f!hAirmfln, 

The transfer bodes of the company will be closed from. to 

.. bofii days inclusive. 


Bombay 


19 


By order of the Board, 

X, Y, Z & Co., Ltd., 

Agents.. 


NJ5.—The dividend when sanctioned will be made pa 3 rab!e at the A, 


B, C. Bank, Ltd^ Bombay, on and after .^ to those shareholders, 

udme namas stidid on the register on.... to whom Dividend War- 

will be postmL 
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NOTICE OF EXTRAORDINARY GENERAL MEETINO 
The A, B, C, & Company, Ltd. 

Notice is hereby given that an extraordinary general meeting of th« 
above company will be held et the registered office of the company, at .... 

. at . (Standard Time), on the . for the 

purpose of considering and if thought fit passing the following resolutions, 
aameiy : — 


(Set out proposed resolutions.) 

Dated . day of' . 19 . 

By order of the Board, 

A, B, C & Co., 

Secretary, 

NOTICE OF CLASS MEETING 

Notice is hereby g^ven that a separate general meeting of the holders 
of the Preference Shares in tlie capital of the above company will be held 

at .. on . day of . at 

. o’clock in the noon for the purpose of considering and (if 

thought fit) passing the following resolution as an extraordinary resolution, 
viz.: — 


(Set out proposed resolution.) 

By order of the Board, 


Secretary, 

NOTICE OF ORDINARY AND EXTRAORDINARY GENERAL MEETING 
TO BE HELD ON THE SAME DAY 

The . Company, Limited. 

Notice is hereby g^ren that the annual general meeting of the above 

company will be held at . (place) . at . (time) 

. on the .day of...19.., for the transaction 

of the ordinary business. 

And notice is hereby further given that immediately after the conclusion 
of the abovementioned meeting, an extraordinary general meeting of the 
above company will be held at the same place, when the following proposed 
resolutions will be submitted to the company: — 

(Set out proposed resolutions.) 

Dated . day of .. 19 . 

By order of the Board, 


Secretary, 
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REQUISITION BY SHAREHOLDERS FOR GENERAL MEEOTNG 
To 

The Directors of the ...... Company, Ltd. 

We the undersigned being holders, of (more than) one-tenth of the issued^ 
capital of the company upon which all calls and other sums now due have 
been paid, hereby require you forthwith to proceed to convene an extra* 
ordinary general meeting of the company for the purpose of consideiing 
(set out objects of meeting) and for the purpose of passing such resolutions 
in relation thereto as may be thought fit 

Signatures of requisitionista. 

Dated .. 19 . 

NOTICT: of general meeting convened in PURSUANCE 
OF REQUISITION 

The . Company, Limited. 

Notice is hereby given that in pursuance of a requisition lodged at tha 

registered office of the company on the.day of . Ifi by 

Messrs, (requisitionists) an extraordinary general meeting of the company 

will be held at. (place) .on the . the 

following:— 

(Set out matters to be considered.) 

The Board desire to make the foHowmg observations on the subject ol 
the requisition:— 

(Set out views shortly.) 

Dated . day of . 19 . 

By order of the Board, 

Secretary^ 

NOTICE OF GENERAL MEETING CONVENED BY 
REQUISITIONISTS 

Notice is hereby given that an extraordinary general meeting of the 

company will be held at . (place) . at (time) 

. on the . day of . 19.. for the piirpose of 

considering the following matters; — 

(Set out objects of meeting.) 

This meeting is being convened by us, the imdersigned, in accordance 
with Section Vs of the Indian Companies Act, 1913, the directors of the 
company having failed to proceed to cause such meeting to be held within 

21 days from .day of. ;.., 19.on which day the und^** 

signed being holders of not less than one-tenth of the issued capital of the 
company upon which all calls and otlier sums then due had been paid» 
deposited at the registered office of the company, in accordance with the 
requirements of the said Section of the said Act, requisition requiring the 
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directors forthwith to proceed to convene an extraordinary general meeting 
of the company. 

Dated . day of ... 19 

(Names of persona convening the meeting.) 

The Minutes 

At the close of a n^cetiiig, or as soon after as possible, the secretary 
should proceed to draft the " minutes of the meeting. Great care 
has to be exercised to see that the draft represents as accurate a record 
possible, because, when tire minutes are once passed and signed by 

chairman of the same or of the subsequent meeting, the minutes 
constitute prima facie evidence of the proceedings. In accordance 
with the Indian Companies Act, 1913, (Sec. 83) Every company shall 
cause minutes of all proceedings of general meetings and of its directors 
to be entered in books kept for that purpose.*' It further enacts that 
" until the contrary is proved every general meeting of the company, 
or meeting of directors in respect of the proceedings whereof minutes 
have been so made, shall be deemed to have been duly called and 
held, and all proceedings had thereat to have been duly had, and all 
appointments of directors or liquidators shall be deemed to be vahd/' 
The language of the section quoted above will impress the reader with 
the importance of the accuracy of the record. The law insists on at 
least one minute book being kept, though in actual practice it is found 
convenient to keep separate books not only for the board and share¬ 
holders* meetings respectively, but in cases where the board is divided 
into committees, a separate minute book is also maintained for each 
committee. The general minute book is open to inspection of 
members ; but the directors* minute book, which records the proceedings 
dealing with the internal managemertt, is not open to members. The 
minute books should be made of faint ruled foolscap papers, with a 
broad margin on the left, and an alphabetical index at the beginning 
or at the end. Each minute entered in these books has to be conse¬ 
cutively numbered, abbreviated in the margin and indexed. The 
minutes should be written in the order in which business was done 
at the meeting. Minutes are written in various forms, but the one 
"which is considered best is that which includes the narration as well 
as the conclusions. To make this clear it may be mentioned that 
minutes axe divided roughly into two classes, viz. (i) minutes of narra¬ 
tion and (2) minutes of conclusions. It is the practice with some 
draftsmen to record only conclusions in form of resolutions passed. 
This is hardly a course to be recommended, even though this form of 
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record may answer the bare legal requirement. What should be aimed 
at by a good draftsman, is a brief narrative of what actually occurred 
at a meeting, embracing aU important items without making the record 
needlessly lengthy. In short a good minute speaks for itself. It should 
not give rise to confusion or doubt when referred to on some occasion 
in future. 

The minutes of each meeting should be recorded separately, i.e. 
each minute should commence on a feesh page* The narration should 
state what actually occurred, which should be concluded with the 
resolution, if any, passed. This resolution should be recorded in full 
in the exact wording in which the same was passed. The best courfe 
to be followed here is to request the person proposing a resolution to 
hand same over in writing to the chairman. This original writihg 
should, when passed, be copied in the minute book. In case of formal 
resolutions passed at board aiui general meetings, the secretary is 
frequently requested to draft same. Gr«it care, skill and a good know* 
ledge of the principles of company law and practice is required in this 
branch of secretarial work. In case of resolutions involving intricate 
questions of law, such as those required to be passed in order to give 
effect to the alteration, reduction or re-organizatipn of capital, etc., the 
secretary should call for legal assistance. The minutes are prima facie 
evidence, until the contrary is proved, to the effect that the meetings to 
which they relate were duly held and that the proceedings as recorded 
in them were accurate. It will thus be seen that after the minutes are 
confirmed and signed, the secretary has no right to alter them on Ms 
own responsibility. We shall now take up the agenda of the board 
meeting given on a previous i)age (see jq). 237 - 238 ) and see how minutes 
of same are recorded. 

The Minute Book 

The fifteenth meeting of Board of Directon tocw held at the regUtered 
office of the company on Wednesday the 15th of May 1945 at 3 p.m. (S.T,) 

There were present:— 

Ikir. Dorab Saklat, in the chair, 

Eao Saheb T. Eangndcer, 

Mr. William In g lfitt, 

Mr. Abdul Karim, 

In attendance:— 

Mr. D. Bhabha, Secretary, 

Mr. Raghunath Rao, Accountaxit, 

Mr. Dobson, Manager, 

The minutes of the last meeting held on 2nd May 1944, were 
read, ^;»proved as a>r!reet and signed. 
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Cash Statements 
ways and means. 
66 . 


Trading Returns, 

67. 


Resignation. 68. 


Report of Trans^ 
ier Committee. 69. 


Dayabhai ic Co/s 
Claim. 70. 


Next Meeting. 71. 


The secretary produced the bank pass book and a 
, statement showing an abstract of cash receipts and pay- 
I ments during the fortnight ending on the 14th instant. 
It showed a balance at bank of Rs. 20,000 and on hand 
of Rs. 1,250. The statement was duly checked and for-* 
mally approved. 

I The statement as to the trading returns was next 
submitted which showed a turnover of Rs. 80,000, dur- 
i ing the fortnight. This as compared to the turnover 
of the immediately previous fortnight was in excess by 
Rs. 5,000, but showed a decline when compared to the 
corresponding fortnight of the three previous years. 
The manager explained that this was due to the short¬ 
age of available stock as well as of the general rise in 
prices. The explanation was consider^ satisiactory 
and returns were duly approved. 

** 

The resignation of Mr. Rodrigues, one of the direc¬ 
tors, dated 11th May 1945, was next submitted for con¬ 
sideration, It wfiis suggested by Mr. Rangncker 
that Mr. Rodrigues should be requested to reconsider 
the same. Mr. Dobson stated in reply that he 
had met Mr. Rodrigues the same morning at the 
latter’s residence with the same object, but Ivir. Rodri¬ 
gues’s decision was final, as he was acting on the advice 
of his physician, who had ordered a complete rest and a 
change for at least a year. 

It was therefore Resolved : —That the resignation of 
Mr. Rodrigues, a director of this company, dated 11^ 
May 1945, is hereby accepted by the board with regret and 
is to take effect from this date. The board, however, 
takes this opportunity to place on record its apprecia¬ 
tion of the services of their colleague and wishes him 
Complete recovery^ 

The secretary was directed to convey this expression 
of the board’s appreciation to Mr. Rodrigues. 

The report of the trarusfer committee, as recorded in 
that committee’s minute book, was next considered. It 
showed tliat applications were received for itransfer of 
50 ordinary shares, from five shareholders, ali of which, 
except one from Mr. R. Jonathan, were duly accepted 
and the transfers given due effect to. It was unanimously 
resolved that the said report be adopted in full. 

the secretary next produced further correspondence 
regarding Messrs. Dayabhai & Co., who insisted on claim¬ 
ing the full amount of Rs. 15,000 for the alleged breacii 
of contract for purchase of cotton on our part. Hie 
secretary was directed to write finally stating that the 
said claim was inadmissible. 

The next meeting was fixed to be held at the com¬ 
pany's offices on the Ist June 1945, 


Chairman^s initials, D. S. 
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RESOLUTIONS 

From the example just given it must have been noticed that the 
minutes need not necessarij^^ be made up of resolutions in a stereotyped 
form. There are, however, cases where formal resolutions have to be 
drafted, passed and recorded in the minute book, such as the resolutions 
appointing committees, making allotment of shares, making calls, issuing, 
debentures, opening of bank accounts, declaring a dividend, appointing 
a manager of a branch office, etc. We have already remarked that 
these resolutions have to be drafted with great care, skill and precision. 
The following are a few specimens of such resolutions: — 

Allotment of Shares.— 

Resolved: —That 500 shares in the capital of the Company of Rs. 100 
each be allotted to Mr. John Smith and that notice of such allotment tjp 
given to the said party by the Secretary indicating the allotment money 
payable by him. 

Adoption of Draft Prospectus.— 

Resoli^ed : —That the prospectus of the Company offering 5,000 Ordinary 
Shares of Rs. 100 each for subscription as now finally settled at this meeting 
and signed by the Chairman thereof be hereby approved and that such 
prospectus be published and circulated in accordance with the scheme which 
has been prepared by Messrs. X. Y. and Z. 

Appointment of a Committee for a Particular Purpose.— 

Resolved:— That a committee made up of Messrs. Raghuji and Babaji 
tlie members of this board, be and is hereby appointed to investigate and 
report on the question of the desirability of opening a branch office in 
Poona, and to report to this board their opinion and recommendations on 
this question after investigation. 

Declaration of a Dividend.— 

Resolved: —That a dividend of Rs. 40 on each Preference Share, and 
of Rs. 10 on each Ordinary Share, be and is now declared out of the net 
profits of the company’s business for the twelve months ending 31st December 
1945, being at the rate of 5% p.a. on the Preference Shares and 10% p.a. 
on the Ordinary Shares and that such dividends shall be paid to 
the existing members as on the register of shareholders on the 31st 
December 1945. 

Appointment of a Branch Manager.— 

Resolved : —That Mr. R. Simpson be and is hereby appointed a branch 
manager of the office of this company in Surat, on a salary of Rs. 300 per 
month, for a period of three years, comihencing from 1st January 1945, and 
that Mr. Ramnant the chairman and director, and Mr. Handiman the 
secretary, be and are hereby empowered to execute on behalf of the 
company, a power of attorney in favour of Mr. Simpson, the said hrandi 
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manager, In such form as the company's legal advisers may deem necessary^ 
to enable him to act in the capacity of the branch manager of Surat 

Appointment of a Cominittee for General Pn^oses.— 

REsoLvn)That a committee of the following directors, viz. Messrs. 
A, B, C and D, be styled the "general purposes committee”, and that a 
monthly report of such committee’s proceedings be duly entered in a 
"general purposes committee minute book”, to be specially provided for 
that purpose, and that such reports, when duly approved by the board, be 
considered as part of the minutes of the board, and read in conjunction 
therewith. 

Alteration of the Name*— 

Resolved :—^That the name of the company be altered from the " Bombay 
Cotton and Spinning Company Limited” to the "Bombay and Nagpore 
Spinning and Weaving Company Limited” and that the Local Government 
Be communicated with for the purpose of obtaining their consent to such 
alteration. 

Conversion of Shares into Stock.— 

Resolved: —^That the Rs. 1,00,000, Ordinary Shares of Rs. 100 each now 
fully paid up, be and are hereby converted into ordinary stock for Rs. 
1,00,000, which shall be transferable on the usual transfer form in any 
cum of Rs, 100, or a multiple thereof. 

Increase of Capital— 

Resolved : —That the capital of the company be increased to Rs. 2,50,000, 
by the creation of SOS new Preference Shares of Rs. 100 each, to be called 
the new preference shares, and to confer on the holders thereof the right 
to a non-cumulative preferential dividend of 4% per annum on the capita], 
for the time being paid up on such shares, to be paid out of the profits of 
each year, and such preference shares to rank both as regards capital and 
dividend, in priority to the original shares in the capital of the company. 

Altemdon of Articles.— 

Resolved: —^That the article No. 45 of the articles of association of the 
company be altered by omitting the following words therefrom, namely;— 

"every half year” 

and substituting instead, the following words:— 

"at the end of every working year of the btisiness.” 

Appointment of a Finance Committee,— 

Resolved That a finance committee, Consisting of three directors, viz. 
Messrs. A, B and C, of which Mr. A shall be the chairman, be and is 
hereby appointed to take effect from this day and to hold office for a 
period of sbe months from the date hereof; and that the secretary is hereby 
directed that all propositions relating to outlay or expenditure, immediate 
or prospective, as well as all financial statements, such as abstracts of 
aoaaaipts and payments prepared periodically as may be fixed by the xaid 
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committee, or any other financial arrangement whatsoever, must be first 
submitted to the finance committee to be reported upon, before placing same 
before the board. 

Forfeiture of Shares.— 

Resolved :—That 10 Ordinary Shares of Rs. 500 each with Rs. 200 paid 
up and numbered 1501 to 1510 inclusive held by Mr. Jamnadas Pragji be 
forfeited he being in arrear with the second call of Rs. 200 made on the 
27th May 1945 in spite of the notice served on him on 15th February 1545 
in accordance with Clause 76 of the articles of association. 

Making a CaD.- 

Resolved : —That a second call of Rs. 100 per share be made upon all 
the Ordinary Shares of the company making in all Rs. 500 per share called 
up, the said call to bo payable on or before 5th January 1945, to the 
company’s bankers, the Bank of India, Ltd., at their Esplanade Road head 
office, and that the secretary is hereby instructed to issue the necessary 
call notices and arrangement with the company’s bankers for the collection 
of call money. 

Passing of Transfers.— 

Resolved: —That the transfer applications Nos. 65 to 89 (inclusive) 
be and are hereby passed and the seal be affixed to the new certificates 
Nos. 3030 to 3054 (inclusive) and that the names of the said transferee 
be entered in the register of members of this company. 

Closing of Transfer Books.— 

Resolved :—That transfer books of the company be and are hereby 
closed from 17th June 1945 to 2nd July 1945. 

Preference Shareholders Sanctioning Issue of Pre-Preference Shares.— 
Resolved : — That this meeting of the holders of preference shares in 
the capital of this company hereby sanction the issue by the company 

of. Rs . per cent cumulative pre-preference shares which 

are to rank in priority to the preference shares with respect to dividend 
and are to rank pari passu with the preference shares with respect to 
the repayment of capital and division of surplus assets 

Board to Issue Share Warrants to Bearer.— 

Resolved : —That share warrants to bearer be issued in respect of all 
the fully paid up shares of the company, and that the secretary be and is 
hereby directed to cause the said share warrants to be prepared accordingly 
(in the form the draft of which has been submitted to this meeting), and to 
issue the said share warrants to the shareholders in exchange‘for their share 
certificates. 

Board Rescinding Forfeiture.— 

Resolved : —^That Mr. X of Bombay, having now paid to this company all 
sums due by him in respect of calls on the shares numbered.to. 
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’^formerly held by him and which wer^ forfeited by the resolution of this 

board passed on the .day of. the said forfeiture be hereby 

rescinded subject to the consent of the said Mr. X being given on or 

before the .day of.next, and that the secretary be and is 

hereby directed to forthwith give notice to the said Mr. X of the passing 
of this resolution. 

Board fixing Registered Office.— 

Resolved: —That the principal place of business of the company shall 

be., and that the Secretary be and is hereby directed to register 

that address with the Registrar of Joint Stock Companies as the registered 
office of the company. 

Board recording Disqualification of Director-— 

Resolved That the Secretary is hereby instructed to inform Mr.. 

that he ceased to be a director of the company on the.day of. 

last, by reason of his having cejised to hold on that day the necessary share 

qualification as provided for in clause.^.of the articles of association 

(or by reason of his having failed to attend board meeting for . 

months prior to that day as provided for in clause.of the articles 

of association). 

PREPARATION AND WORK REGARDING 
SHAREHOLDERS’ MEETING 

In case of a newly-incorporated company the first meeting for which 
a secretary will have to be prepared is the statutory meeting. The 
preparation consists of drafting of a report called the statutory report. 

In drafting reports it is always best to deal with various points 
under separate headings, paragraph by paragraph. 

The Statutory Meeting 

This meeting is the first meeting that a joint stock company has 
to hold under the Act. The object seems to be to ensure that at the 
earliest opportunity the members or the shareholders should have an 
opportunity to secure first-hand information as to the exact position 
of their company, particularly in relation to its financial success in 
flotation, besides other information as to investment of its capital in 
dffferent branches of the enterprise. 

The Indian Companies Act, Sec. 77, requires that every joint stock 
company limited by shares, and every company limited by guarantee 
and having a share capital, must, within a period of not less than one 
month and not more than six months from the date at which the 
company is entitled to commence business,'hold a general meeting of 
members of the company, which,shalljje c^ed the statutory meeting. 
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Here it may be added under the English Comp^es Act the statutory 
meeting has to be called within not less than one month arid not more 
than three months from the date that the meeting is entitled to com* 
mence business instead of not more than six months as in case of oia: 
Indian Act. 

A statutory report must be sent by the directors at»least 21 days*, 
(in English Law 7 days) before the day on which the meeting is,held 
to every member of the company and to every other person entitled 
to receive the said report under the Companies Act. The report must 
be certified by not less than two directors of the company or by the 
chairman of the board of directors if authorised in this behalf by the 
directors. In England it is to be certified by two directors. The report 
must embrace the following matters: — 

<a) the total number of shares allotted, distinguishing shares allotted 
as full or partly paid up otherwise than in cash, and staging in 
the case of shares partly paid up the extent to whidi they are ao 
paid up, and in cither case the consideration for which they have 
been allotted; 

(6) the total amount of cash received by the company in respect of 
all the shares allotted distinguished as aforesaid; 

(c) an abstract of the receipts of the company and of the payments 
made thereout up to a date within seven days of the date of the 
report, exhibiting under distinctive headings the • receipts of the 
company from shares, debentures and other sources, the payments 
made thereout and partictilars concerning the balance remaining 
in hand, and an account or estimate of the preliminary expenses of 
the company showing separately any commission or dlscoimt paid 
on the isue or sale of shares; _ 

id) names and addresses and description of the directors, auditors, 
managing agents and managers if any and the secretary of the 
company. In Indian Law any change that may have occurred 
since the date of incorporation must also be stated here; 

<e) the particulars of any contract, the modification of which is to be 
submitted to the meeting for its approval, together with the parti* 
culars of the modifi^tion or proposed modification; 

if) the extent to which xmderwriting contracts, if any, have been carried 
out; 

ig) the errors, if any, due on calls from directors, managing agents and 
managers; and 

(h) the particulars of any commission or brokerage paid in connection 
with the issue or sale of shares to any director, managing agenc 
or manager or a partner of the managing agent if the managing 
agent is a firm or if the managing agent is a private company, g 
director theywt 
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A copy of this report must be delivered to the Registrar of Compa¬ 
nies for registration forthwith after the sending thereof to the members 
of the company. During this meeting the directors should see that 
a list showing the names, descriptions and addresses of the members of 
the company and the number of shares held by them respectively, is 
produced at the commencement of the meeting which should remain 
open and accessible to any member of the company during the conti¬ 
nuance of the meeting. At this meeting the members present are at 
liberty to discuss any matters relating to the formation of the company, 
or arising out of the statutory report, whether previous notice was 
given or not. However, no resolution of which previous notice wa^ not 
given can be passed. The meeting may be adjourned from time to 
time as usual in accordance with the articles and the adjourned meeting, 
shall have the same power as the original meeting. The statutory 
report, as far as it relates to shares allotted by the company and cash 
received in respect of the shares plus receipts in payment on capital 
account, must be certified as accurate by the ofl&cers of the company 
and in case of public companies this report must be filed with the Regis¬ 
trar of Joint Stock Companies forthwith after sending same to the 
members of the company. 

THE STATUTORY REPORT 

THE INDIAN COMPANIES ACT VR of 1913. 

Statutory Report of the Heeramaneck Cement Company, Ltd., to be 
certified and filed pursuant to Section 77 (5). 

Presented for filing by Mr. X, Y, Z. 

The Directors have pleasure in submitting the following to the 
members: — 

(1) The total number of shares allotted is 30,000 of Rs. 100 each 
including 10,000 shares' issued to vendors as fully paid in part 
consideration of the purchase price. On the remaining shares Rs. 
25 per share were called up on application and Rs. 25 on allotment. 
A sum of Rs. 18,000 was due on allotment on the date of closing 
accounts. One Mr. Hormasji paid in full for his 100 shares on his 
going abroad. 

(2) The total amount of cash received by the company in respect of 
shares Issued subject to the payment therefor in cash w Rs. 9,87,000. 

(3) An abstract of tho receipts of the company and of the payment?* 
made thereout up to the 9th day of July 1945 is given on next 
page. 

(4) The preliminary expenses of the company are estima^d at Rs. 5,000. 

(5) The names, addresses and descriptions of the directors, auditors 
and secretaries of the company are the following;-^ 
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I. Direetort : 

Ki^a Saheb Shivlal Nanchand (Chairman), Landlordt 
Malabar Hill, Bombay. 

Sir Robert Mackinley (Baronet), 

Colaba, Bombay. 

Sir Bholabhai Hathuchand (Kni^t), 

Bhtdeshwar, Bombay. 

Cowasji M. Indorewalla, Esq. (Businessman), 

Grant Hoad, Bombay. 

n. Auditors : 

Robertson & Chandulal (Govt* Atiditors), 

Church Gate Street, Bombay. 

HL Secretary: 

J. Hardwood, Esq., 

Wodehouse Road, Fort Bombay. 


Receipts Rs. 

Rs. 

Payments Rs. 

Rs. 

To Share Capital Ale .:— 


By Purchase considera- 

i 

Amount called up in 

1 

1 iion :— 


respect of 20,000 

1 

Amount paid to 


shares of Rs. 100 

1 

Vendors as per 


each allotted pay- 


agreement in cash 8,00,000 

Bflojm 

able on application 


Amount of shares 


and allotment @ 


issued as fully paid 


Rs. 50 per share... 10,00,000 

« 

I 

as per contra ... 10,00,000 


Less Allotment 


18,00,000 


money unpaid... 18,000 






M Deposit against 


932,000 


purchase of ma* 




chinery 

40,000 

Add Calls in 


„ Building Account: 


advance ... 5,000 


Materials and 



9,87,000 

labour to date ... 

35,000 

9,87,000 


„ Preliminary expen¬ 




ses ... ... 1 


10.000 Shares of 


„ Expenditure (in¬ 


Rs. 100 each allot¬ 


cluding salaries. 


ted as fully paid 


rent. stationery. 


cj part purctoe 


etc>) ... ... 

20.000 

cty.iaideration ... 10,00.000 


„ Cash and other 




balances with 


19,87.000 


Central Bank of 




India, Ltd., (Fixed 




I>eposit) ... 60,000 


To Sundry receipts 


„ Balance on Current 


induding interest 


Account with 


and sale proceeds 

8,500 

Lloyd's Bank 




Ltd. ... 35,500 





^,500 

Total Rs. 

935300 

Total Rs. 

935300 
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We hereby certify that so far as the report relates to the shares allotted 
by the company and to the cash received in respect of such shares and to the 
receipts and payments on capital account is correct 


R. A. 8l Co. 
AuditQTft, 


MANAGING AGENTS 

Messrs ABC Limited, Esplanade House, Waudby Rood, Bombay. 
REGISTERED OFFICE OF THE COMPANY 
15, Eispianade Road, Bombay. 

The company was incorporated on 1st August 1945, and the Certificate 
lor commencement of business was granted by the Registrar of Companies 
on the 13th January 1945. 

(1) No contracts have been entered into, the particulars of which or 
the modifications whereof are to be submitted to the Meeting for 
their approval. 

(2) No underwriting contracts have been made. 

(3) There are no amounts due on calls from Directors or Managing 
Agents. 

(4) No commission or brokerage has been paid or is to be paid in coipr 
neetion with the issue or sale of the shares of the company. 

Bombay, 20th July, 1945. 

We hereby certify the Report 

Raja Saheb Shi vial Nanchand, 

Sir Robert Mackinley, 

Sir Bholabhai Nathuchand, 

Cowasji M. Indorewalla, Esq. 

Notice re : Statutory Meeting 

The Notice convening the Statutory Meeting will have to be made 
out in a form similar to the one given below: — 

THE BOMBAY TRADING & MANUFACTURING CO., LIMITED 
Notice or the Statutory McETiNa 

Notice is hereby given that the Statutory Meeting of the above Company 
pursuant to Sec. 77 of the Indian Companies Act, 1913, will be held at the 
Registered Office of the Company at 15, Esplanade Road, Bombay, at 4 pjn. 
(S.T.) on Tuesday, the 23rd April 1945. 


Directors. 


Bombay, 10th April, 1945. 


By order of the Board, 
J. Hardword, 
Secretary, 
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GENERAL MEETINGS OF THE COMPANY 

Subsequent to the Statutory Meeting all meetings held may be 
divided into two classes, viz. (i) The Aimual General Meeting, and 
(2) The Extraordinary General Meeting. 

The Annual General Meeting has to be held within eighteen months 
from the date of the company s incorporation and thereafter once at 
least in every year, and not more than fifteen months after the holding 
of the last preceding general meetmg. The failure to hold this meeting 
makes every officer of the company liable to a fine. At this meetmg 
the directors* report on the company's affairs, and the auditors* report 
on final accounts and the balance sheet must be laid before the meeting. 
The secretary has to see to the drafting of the annual report, which 
has to be submitted at the board meeting for being approved before 
it is sent to the printers. The chief object of this anniml report of 
the board of directors is to give the shareholders an idea, in the form 
of a short review, of the work done by the company during the year 
covered by the report. Frequently an attempt is also made to forecast 
the prospects of the year to come. If the directors contemplate any 
extension of, or addition to, the business, this is frequently referred 
to in the report. The profits or losses made are also commented upon. 
In case of profits, the decision of the board of directors as to their 
final disposal by way of bonus to the staff or shareholders, transfer to 
the reserve fimd, wiping off of preliminaiy expenditure, provision for 
depreciation and division among shareholders by way of dividend, if 
any, is made known under appropriate headings. The retirement of 
one or more , directors by rotation and their re-eligibility forms the 
subject of a separate paragraph. 

The annual report may be either an exhaustive statement con¬ 
taining a masterly review of the situation, or a bare record of a few 
facts and figures jumbled together. It is hardly necessary to empha¬ 
sise that the latter form is the least desirable. It is the moral duty of 
directors to take the shareholders into their confidence, as far as 
exigencies of the business permit, and with due regard to its general 
interests. No one is likely to be so imreasonable as to insist on dis¬ 
closure of secrets which are likely to be made use of by the company's 
rivals in trade, but there is no reason why reports of many of our 
leading companies—particularly banking companies—should be so woe¬ 
fully '.ranting in general information. In fact the practice of serving 
out nothing more than bare figures, just enough to answer the -require¬ 
ment of law, under the heading of " Annual Report **, has unfortu- 
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nately become universal, both in England and India, in connection 
with banking companies. Many authoritative writers have adversely 
commented on this state of affairs, but our bank directors seem to have 
treated the comments so far as effusions of academic minds, uninitiated 
in the board room secrets, within the sacred precincts of which alone 
an unerring decision could, according to them, be arrived at. On the 
other hand, every student of banking and finance will admit that of 
all the reports, the annual report of a banking estabhshment should 
lend itself easily to a masterly review of the financial situation with 
which the bank in question had to cope during the year under review. 
Such an elaborate report would render the figure of profit and its 
proposed application, clearer and more interesting to an average share¬ 
holder for whose benefit these reports are meant. It is to be regretted 
that a number of trading and manufacturing companies also seem to 
have adopted the practice of their banking colleagues with regard to 
the issuing of these so-called “ short and simple “ reports. The follow¬ 
ing three annual reports have been taken from actual practice. The 
first is the typical report of a banking company—which of course could 
have been amplified and improved. The second, viz. that of the Tata 
Iron and Steel Company Ltd., a mining company, to which attention 
is particularly invited as one which a number of our Indian companies 
will do well to imitate. For want of space a number of paragraphs of 
the most technical nature in connection with the iron industry have 
been omitted from this report. The report presents a masterly review, 
under appropriate headings, of the work actually done and the progress 
made during the year under consideration, besides giving the usual 
information as to profits, reserve fund, dividends, etc. The outlook 
paragraph sums up the result with a forecast as to the future. The 
third is the model report of a textile company. 

Report of a Banking Company: — 

Nhuety-seventr Rzpobt by the Direcxohs 

or 

THE PROVINCIAL BANK OF INDIA, LTD. 

The Directors beg to submit the General Balance Sheet and Profit and 
Loss Accoxmt of the Bank for the year ending 31st December las^ duly 
audited. 

The net profits for the year, after providing for all bad and doubtful 
debts, amount to £291,418 Ss. 5d^ and adding £92,^ 13s. brought 
forward, the available total is £384,413 18s. 9d. 

An ad interim dividend at the rate of 16 per cent per armnm free of 
Income-tax, was paid for the half year ending^ 3(Kb June, amounting to 
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£80,000. The Directors now recommend a further dividend at the same rate, 
and an addition of £25,000 to the Reserve Fiind, raising it to £1,200,000. 
They propose to apply £76,273 15s., to writing down investments, including 
War Loan, to current prices, to write £10,000 off the House Ihroperty Account, 
jinri to add £10,000 to the Officers* Pension Fund, leaving a balance of 
£103,140 3s. 9d, to be carried forward. 

The following Directors retire on this occasion, but being eligible offer 
themselves for re-election:— 

Robert Green, Esq., A. V. D. Burnss Esq., and Sir John P, 
Thompson, Kt 

It will be necessary to elect Auditors. Messrs. Robins & Co., the retiring 
Auditors, offer themselves for re-election. 

By order of the Board, 
W. BOTHA, 
General Manager. 

4^ THE TATA IRON & STEEL COMPANY, LIMITED 
Directors* Report for 1914-15 

The Directors beg to lay before you their Ninth Report together wifft 
the Audited Statement of Account for the year ending 30th June 1915. 

Revenue 

The Company’s net profit during the year ending 30th June 1915, amounted 
to Rs. 24,83,088-15-8 which with the sum brought forward from the last 
yearjs account, makes a total sum of Rs. 25,65,760-9-10. 

The following sums amounting to Rs. 7,33,678-2-1 have been appropriated 
from the profit:— 

To Depreciation Fund Account .. .. .. Rs. 5,00,000-0*0 

„ Repairs and Renewals Account .. .. .. „ 1,53,678-2-8 

M Furniture and Preliminary Expenses Account .. 80,000-0-0 

After making all these deductions, there remains a balance of profit 
of Rs. 18,32,082-7-9, out of which the Directors recommend a Dividend on 
Preference Shares for the twelve months ending 30th June 1915, at the rate 
of Rs. 8-12-3 net per share, that is, at 6% per annum less income-tax. This 
will amount to Rs, 4,36,000-11-3, and but of the balance of Rs. 13,96,081-12-8, 
the Directors recommend that Rs. 6-0-0 per share be paid as a Dividend 
at the rate of 8% per annum on the Ordinary Shares, viz. Rs. 14,96,244^ 
leaving a balance of Rs. 1,99,837-12-6, and out of this balance the Directors 
recommend that Rs. 7-8-0 per share be i)aid as a Dividend at the rate of 
25 per cent per annum on the Deferred‘Shares, viz. Rs. 1,68,750, leaving 
a balance of Rs. 31,087-12-6, which amount they recommend should be 
carried forward. 



2S6 Business Organtzatum 

OcQtnd 

We stated in our last Report that a new General Managet had been 
appointed. The new Manager, Mr. B. R. S. arrived and took charge of 
the management at ^akchi at the end of November last. 

The General Manager’s report given below dealing, as it does, with the 
operation of the Plant during the year ending 30th June 1915, has confined 
itself to the progress made during the year in the various Departments. 
Your Directors have to inform you that your Works began making steel 
required for the manufacture of ahells, etc. for military puiposes from 
August last. Up to the date of this report, a large tonnage of such steel 
has been supplied to the various Workshops and Factories in India making 
shells for Government. Your Board feels sure that the shareholders of thig 
Company will be gratified to learn that their organization is co*operating 
with Government, in however small a measure, towards bringing the war 
to a successful termination. 

In view of the great and increasing demand for the products of the Com^ 
pany such as steel rails, structural materials, etc., your Directors have 
sanctioned the installation of two New Open Hearth Furnaces, g^Pressed 
Steel Sleeper Plant, a Cast Iron Pipe Foiindry and the consequent necessary 
extensions to the Power Plant, and the housing capacity for staff. Your 
'd>irector6 confidently anticipate that all these extensions leading to the 
increased and varied output of finished articles will contribute on the one 
hand to enhance materially the usefulness of your Works to the public and 
on the other to increase profits to the shareholders. 

The General Manager of the Works sends the following report from 
Sakchi:— 

“Your Consulting Engineer, Mr. C. P. P. who left India in March 1914, 
returned in September, and remained until March 1915. Under his super¬ 
vision economies were effected and outputs increased leading to a reduction 
in the cost of manufacture. He has also during this visit made plans for 
several desirable extensions and additions to the plant of the Company. 

The difficulties -of delivery and high freights on supplies due to the 
war have resulted in the production at your Works of several articles 
required for manufacture which were previously being imported, the most 
noteworthy of which are rolls and ingot moulds, so that you are now 
practically independent of foreign manu^cturers as regards your necessary 
supply of these articles. 

The sanction granted for the erection of a Press Steel Sleeper Plant 

a Cast Iron Pipe Foimdry will result in the increased consumption of 
your own pig iron and in placing you in a position to assist in supplying 
the demand for two additional kinds of finished product 

Exploratlcm 

Exploration for raw materials of various kinds was carried on undat 
the direction of yotu* Consulting Engineer. 
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The search for Flourspar mentioned in last year’s report was not 
successful, as no deposits of workable size were discovered, but the result® 
in the case of other materials were satisfactory. 

The exploration in Mayurbhanj State resulted in the location of eight 
deposits of Iron Ore within from 12 to 23 miles from the present mines, 
all being surface deposits which can be mined as easily and as cheaply 
as the Gurumaishini Ore. Test pits indicate the presence of about double 
the amount at the present mines and of at least equal quality. During the 
coming cold season permanent boundary marks will be put around these 
deposits and the exploration for additional Ore continued. 

The work of proving and surveymg the Magnesite deposits in the 
Mysore State has been going on; also deposits of both Iron Ore and Chrome 
Ore have been located in this State- 

Iron Ore 

During the year three gravity inclines were installed at the Gurumaishini 
mines, tracks levelled and relined and the entire work put on a satisfactory 
basis. 


Coal 

Your Bhelatand Colliery has raised during the last fiscal year about 
43,400 tons of coal out of which it has furnished about 8,000 tons to the 
Sakchi Works. About 17,200 tons have been sold in the open market 
Tlie maximum monthly raismg was about 4,850 tons ; the average monthly 
raising was 3,600 tons. 

The development of your Malkera-Choitodih Colliery is proceeding 
satisfactorily. The Colliery has raised about 63,900 tons of coal during the 
last fiscal year, out of which it has furnished about 38,900 tons for operation 
at Sakchi Works. About 4,600 tons have been sold in the open market. 
The maximum monthly raising was about 8,000 tons ; the average monthly 
raising was about 53,000 tons. 

Coal received at the Works from outside sources excluding Bhelatand 
and Malkera-Choitodih Collieries was about 342,779 tons during the fiscal 
year, against 370,100 tons purchased from outside during the preceding 
year. 

The consumption of coal by the Coke Ovens was 280,200 tons; by the 
Gas Producers 71,200 tons ; by Boilers and Locomotive 38,500 tons. 

Manganese Ore 

The shipment of Manganese Ore to Sakchi Works from the Mines during 
the fiscal year was 5,354^ tons. The consumption of Manganese Ore by 
your Works was 8,085 tons ; also 19,500 tons were sold for export 

During the year under review the following new mines were opened 
out, namely, Ghogra Nala and Ducco Hurki in February 1915 and Xandu 
HurJd in May 1915. 

13 
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At your Panposh Quarries, the overburden was remofVed from an 
additional area of stone, a new haulage incline, air compressor and two 
Lancashire boilers installed and a crushing and screening plant nearly 
completed. 


Shops 

The Machine Shop and the Forge Shop were both enlarged and their 
equipment of tools increased. These together with minor improvements, 
have done a great deal towards cheapening the cost of both repairs and 
construction arid have also rendered your Works less dependent upon outside 
manufacturers. 


Sales 

Scarcity of shipping with consequent excessive freight rates has militated 
against both the sale and delivery of Pig Iron, but these conditions are 
slowly improving and prices advancing so that from present indications 
the coining year wiU bring much better resulta 

During the early part of the year the steel market was dull and prices 
low, but later both the demand and price improved rapidly, so that at the 
end of the financial year tliere were orders in your books taken at good 
prices. 

Town of Sakchi 

The Tovm Department has been re-organized and a system of leases 
for tenants instituted, resulting in an increased revenue and a better safe¬ 
guarding of your land rights. 

A thorough inspection was made by both your Sanitary Engineer and 
your Architect who, while pronouncing the general conditions good, made 
certain recommendations for improvements, all of which have either been 
completed or are under way. 

The Physical Laboratory and Police Thana mentioned in last year’s report 
have been completed. The building started as a Court House was changed 
into a school house and called “The Mrs. P. Memorial School” in honour 
of the deceased wife of your Consulting Engineer, because of the great 
interest she had taken in the education of Indian chridren. Additional 
teachers have been engaged, furniture and equipment installed, the general 
condition of the school much improved, and a Committee appointed from 
among the Works’ officials to look after the operation of the school. 

The Tisco Institute, being considered well enough established to be 
self-supporting, was turned over to the Management of its own Members, 
subject to certain control on the part of the Company. 

The general health of the town continued good, and no epidemic of any 
kind occurred. Our Hospital did very good work and a very large number 
of cases treated were of people unconnected with the Company’s Works. 

Labour 

The daily average number of employees was7,899 men and women. 
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The number of European covenanted hands is 121 and the number of 
local European employees is 53. The balance of labour Is Indian. 

In addition to the labour employed at Sakchi mentioned above, y&ut 
Company gives employment to approximately 1,881 laboxirers at Gurumaishini, 
1,007 at Panposh, and 2,079 at Malkera-Choltodih and Bhelatand collieries. 

The above figures do not include the Employees of the Contractors 
engaged in the work of improvements or extensions. 

The reduction in the number of European Employees means the substi¬ 
tution of an equivaleht amount of Indian labour and the average reduction 
of employees at the Steel Works is particularly noticeable in view of the 
increased output and the large amoimt of improvement and extensions during 
the year. 

There is a marked reduction of employees at the ore mines and quarries, 
the former of which produced a greater tonnage than during the precedijig 
year. The increased force at the collieries is due to the development work 
and the larger output. 


Contemplated Betterments 

Recently the Board has sanctioned the expenditure necessary to add 
two more Open Hearth Furnaces which would increase the capamty of your 
Steel Works by about 60% for the consequent additional electric power and 
for additional capacity for workmen, the two latter items being necessary 
if the new furnaces are installed. No further expenditure will be required 
at your Rolling JMls to finish the additional steel produced, so that the 
output of finished material would be increased from 50 to 60% with a 
capital expenditure for steel maldng apparatus only. 

The ruling high price for ferro-manganese has led to investigations as 
to the advisability of your manufacturing it from your own Manganese 
Ore, and one of your existing blast furnace will be put on manufacture 
of ferrp for some months both for your own use and for sale. Should 
the investigation now being carried on in regard to the manufacture of 
this material by an ordinary blast furnace or a special electric furnace at 
the Manganese mines or by an electric furnace at the Steel Works (which 
furnace would also make ferro-silicon) prove any of these methods to be 
better, the necessary equipment could be installed at a later date for the 
continuous manufacture of ferro-manganese. 

Oudook 

Last year, with the exception of the Coke ovens and quarries, the output 
of every Depeuiment of your Works both raw material and finished product, 
was the best so far obtained and the costs of all these materials were 
lower than during any previous year in spite of labour conditions in ybur 
Open Hearth certain increases in wages and the almost universal increase 
Sn the cost of purchased raw materials and supplies. These results, the 
increased output of pig iron which will follow the completion of the 
Koppors Coke Ovens, the addition of a Pressed Steel Sleeper Plant, the 
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Cast Iron Pipe Foundry and the Open Hearth addition together with the 
exceedingly large supplies of raw material in jrour possession certainly point 
to a bright future for your enterprise. 

Miscellaneous 

During the year under Report, Mr. R. was appointed a Director in place 
of Mr, R. D. who proceeded to Europe. Mr, R's appointment will have to 
be confirmed by the Shareholders. 

In accordance with Article 160 Of the Company’s Articles of Association, 
two of your Directors, namely, Mr. G. and the Hon’ble Sir F, retire by 
rotation but are eligible for re-election and ofter themselves accordingly. 

Hie Shareholders will be, requested to elect their Auditors for the current 
year and to fix their remuneration. 

(S<L) D. J. 

Chairman, 

Bombay, Slst October, 1939. 

A specimen of a good report in connection with the Textile 
Industiy: — 

THE MILLS CO., LIMITED 
Directohs’ Report 

The Directors beg to lay before the Shareholders their Report with 
audited Balance Sheet for the year 1944. 

fn spite of all efforts the Mills could not be set working earlier than 
the 9th July 1939, owing to the difficulties encountered in obtaining deliveries 
of machinery from England. At the start the number of machines received 
and erected was not large, but it was thought advisable to commence work¬ 
ing even with the small number on hand, and to go on increasing them 
as further deliveries were received. The total number of machines worked 
by the end of the year was thus brought up to about 14,000 Spindles and 750 
Looms, while at the time of writing the Report, the total Looms on hand 
number 1,100, out of which it is hoped to work shortly at least 1,000. The 
reason why all the Looms received could not be worked, was that the 
supplies of machinery for the Spinning Department were very inadequate. 
To supplement these, some second-hand machines were purchased locally, 
and the production of yams was also f\irther increased by working the 
Ring Frames day and night. Recently, however, sixteen more Ring Frames 
have been got ready by the makers, and few second-hand ones have also 
been purchased from upcountry, and when these are all received and 
erected, they will go a long way to overcome the difficulty experienced in 
yam shortage. It will thus be seen that no efforts are being spared to bring 

the plant to the capacity originally contemplated, as far as the present 
abnormal dreumstances allow. 
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As regards the Dye and Bleach Houses, some machines have already 
heen set working, but a few more are still wanting for the satisfactory 
working of these departments. 

Owing to the shortage of spinning machinery no ynm could be ^ared 
for sale. The cloth turned out, both grey and bleached, has been favourably 
received in the local and upcountry markets. 

The working of the Mills at the end of the period under report has 
resulted in a profit of Rs. 87,598-8-7, out of which R§, 72,280-6-S have 
been set off against preliminary charges, and the balance, vii. Rs. 15,318-2-1, 
is carried forward to the next year's account 

An additional plot of land forming the frontage of the Mill grounds 
has also been acquired on lease, since the date of the last report. This 
plot contains some buildings also which will be utilized for providing the 
necessary quarters for the Company's staff. For the benefit of the work¬ 
men a school for half-timers, a dispensary, and a grain shop have been 
opened on the Mill premises. 

The balance of Rs. 100 on each of the Ordinary and Preference Shares 
was called up by two instalments of Rs. 50 each on the ISth July and 
IGth November 1939 respectively, and all tlie shares issued have now become 
fully paid. 

As in .former years, the Shareholders are requested to pass a resolution 
for tlie pavment from Capital of interest when due on Ph*efercnce Shares 
for the 12 months ending 30th June 1943, at 4 per cent per annum. 

Two of the Directors, vir. The Hon. Mr. A. B. and ]^^r. C. D, retire 
from the Board in accordance with Article 109, but they are eligible for 
r^-election, and,,offer themselves accordingly. 

The Company’s buildings, machinery and stocks have been insured for 
Rs, 32,50,000. 

The Shareholders will have to appoint Auditors for the current year, and 
fix their remuneration. 

I. J., Agent E. F., 

C. D., Director, Chairman, 

G, H., 

Bombay, lOih March, 1944. Director, 

Reports of Special Committees 

We have already noticed that, the executive functions of the board 
are frequently, in the interests of efficiency as well as on ground^' of 
convenience, divided and allocated to different committees appointed 
from among the directors. The reports presented by these committees 
are generally drafted for them by the secretary. In case of standing 
committeec this work docs not present much difficulty, as the minutes 
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of each of these committees are generally treated as their report the 
board of directors which are formally confirmed. In case, however, of 
special committees appointed for the purpose of investigation and report 
on certain questions the report has to be drafted with considerable care 
and ingenuity. The language should be dear and easy; the style argo- 
mentative, and the facts stated in their logical sequence under appro¬ 
priate headings. The following form may well be taken as a speci¬ 
men:— 

Report of a Special Committee of Directors, appoint ed to investigate 
and report on the desirability of opening a Branch at Madras for the Sale 
of the Manufactures of the Company in accordance with the terms of 
resolution passed at the Meeting of the Directors of the Company held 
on 24 th January 1945 . 

Resolved : —That a Committee of Directors be appointed consisting of 
Messrs. A. B. C. and D., of which Mr. A. is to act as the Chairman, to consider 
and report on the question of opening a branch office in Madras, in view of 
the increased demand of the manufact7ires of this Company from that side. 
The Committee is authorised to investigate this question fully and, for that 
purpose the Members of the Committee are hereby authorised to proceed 
to Madras for detailed and direct investigation. 

Present Position 

The average yearly sale of our manufactures in the Madras Presidency 
for the past five years are computed at Rs. 10,00,000. The figure of sales has 
shown a tendency to increase during the past two 3 '’ears. . It is, however, 
noticed that a large number of claims and complaints arise, which could be 
mere conveniently dealt with on the spot if we had our own managers there 
We have also continually received an increasingly large number of letters 
from would-be buyers who have repeatedly expressed their regret at our 
not having a branch office on their side with which they could deal direct 
to a greater mutual advantage. 

Enquiries Made 

The Committee met fifteen times during the last four months in Bombay 
and carefully weighed and considered the whole correspondence on the 
Kubject placed before them by the Secretary. They also interviewed various 
dealers and their representatives in Bombay. Two of the Members of the 
Committee, viz. Messrs. A. and B., were deputed to proceed to Madras, who 
visited fifteen dealers in the Presidency, whose names are given in the 
Schedule attached herewith and marked A. The majority of these dealers 
were of opinion that a branch office for the Presidency in a central place like 
Madras, and preferably at Mount Road, exhibiting the various articles of 
our manufactures would result in doubling our sales within a year, it was 
also urged that tliis step would lead to the alteration of patterns and Etyles 
suitable to the special requirements of buyers in the Madras Presidency. 
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ft WM also the opinicri of almost all the parties interviewed that the present 
prraT^gement which forces the Company to deal through agents was quite 
unsatisfactory. 

It is also ascertained that th? Company is paying yeaiiy Rs. 3^000 to 
Rs. 45,000 by way of commisfiionfj to agents which amoui.t in the opinion 
of the Committee could be entirely saved if a branch office were to ht 
established in Madras. 

The liltimate expenditure on the Branch Establishment would come to 
about Rs. 14,(500 a year as per Schedule oi Estimate attached to this report 
and marked B. 


The Committee after a careful consideration ot all tJie facts laid before 
it during its investigation extending over a period of two months, presents 
the followmg recommendations to the Board : — 

(1) 'rhat a Br anch OiTiC* in M;.*dr&s in one of the Buildings 

belonging to Newab Su’emanjuni;, shaatcci at Nu. 25, Mount RoadL 

(2) That the estimated yearly expenditure of Rs. 14,000 would be more 

than compensated for by the of yearly corrunission paid to agents. 

(3) That in addition to the above sales would undoubtedly increase if 
such a branch weie to be locatfxi in Madras. 


(4) That if oirr recommendations are accepted, a branch should be open¬ 
ed without loss of iixne. and prtferal/iy before the beginning of the next 
season.f> 


Bombay, 27lh February, Idib. 


A. 

B. 

C. 

D. 

Members of the Committee. 


Besides the tv^^o reports as dealt with above, reports have to be 
drafted on beliait of special committees appointed for various purposes 
either by the geneial body or by the board. Tlie committees may be 
(i) finance committee, (2) standing committee, or (3) committees for 
investigation and report on some spec.’fied object, etc. 

The finance committee elected annually generally controls the 
financial operations of the company or association such as, making 
aiTangements with banks for loans and credit, sanction of various 
expenditure and investigation of same, and generally, to look after 
the finandal side of the company's business. This committee is gene¬ 
rally appointed yearly or half-yearly and it reports periodically on all 
operations during its term of appointment. This report would be 
made out from the committee's special minute book known as ** finamy 
committee’s minute book." 
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Secretarial Reports 

In joint stock companies the company secretaiy is frequently called 
upon to make his own reports besides draft reports on behalf x)f the 
committees appointed by the board of directors. There are diverse 
matters on which the board instead ol appointing a g)ecial^committee, 
calls upon the secretary to make the investigation and present "his 
report. This is usually done in connection with the selection suitable 
premises for a new office, or in connection with complaints from provin¬ 
cial offices, or otherwise, ^r the best metiiod of raising additional jrapital, 
or on prospects of improvement of organization, threatened strikes, etc,, 
etc. Such reports naturally have to be very .carefully prepared* giving 
the board of directors detailed data, accompanied by vouchers or ori¬ 
ginal documents to be referred to. The principles appljdng to 'the 
secretary s report are the same as in the case of preparation -of the 
report of a sub-committee for investigation, which we bave dealt with 
above. The -secretary has to Investigate all the xelevant points on 
which he is called upon to report, state what investigations he made, 
and give his conclusions as to what should be done, assigiiing adequate 
reasons wherever necessary. This report is usually drawn up either an 
foim of a letter or a narrative. Where estimates, costs, etc,, have to 
be dealt with, one or more schedules may be attached, ^ving-y^details 
which are to the report. 

Precis Writing and its Uses in Large Organizaticnw 

In this connection, it may be stated that one t)f the most important 
duties which the company secretary or his assistants are called upon 
to discharge, is the preparation of a precis of correspondence or docu¬ 
ments, with the view to enable the board of directors^ or a principal 
executive, to get a complete idea as to the contents in brief on which 
they have to issue orders. The object sought to be achieved is here 
to give to the board, in a condensed form, a narrative in regular 
sequence of the documents submitted to them. Here considerable care 
has to be exercised in order to see that only relevant matters are dealt 
with and everything superfluous omitted. The precis should confine 
itself to the facts as disclosed by the documents; and the person who 
prepares it should add no comments or other extraneous matter. The 
language should be in the past tense, and conversation should be con¬ 
verted into indirect speech. All important dates should be given. 
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HOLDING (PARENT) COMPANIES AND SUBSIDIARIES 

A leather recent and interesting feature in company organization 
both in England and India is the advent of holding or parent com¬ 
panies, with their subsidiaries. Under this system^ a holding company 
is one which holds either fifty per cent of the issued shaire capital tyf 
some other company or more than fifty per cent of its voting power or 
bas power directly or indirectly to n.ppoint the majority of the directors 
of the other company. The other company is called in such a case 
a suhsidlaiy company. The result is that, though the parent or holding 
company and esch of its subsidiaries remain so many separate entities 
in law, the whole organization is, in practice, working under the central 
policy determined by the management of the parent or holding com- 
pan3^ These companies no doubt can be, and are, worked with great 
advantage if properly directed, particularly in cases where (r) a parent 
(holding) company wishes one or more of its departments of business 
to be separated into so many subsidiary companies, thereby creating 
a separate goodwill, or (2) to purchase a business similar to its own 
and work same separately with a view to get rid of adverse competi¬ 
tion, or (3) to obtain a controlling inteiest in other concerns by pui> 
chasing their shares and using them as agencies, etc., or (4) to invest 
capital in profitable enterprises, or (5) to open branches at different 
locations in fonn of independent entities, and thus form separate com¬ 
panies for each location. For instance the Bombay Trading Co. may 
staii; a branch*office in East Africa and call it the Bombay Trading 
Co. (East Africa), Ltd,, and incorporate same in East Africa according 
to the Companies Act of that place, and so on. The weakness of this 
system lies in the power which the directors or managing agents of 
holding companies acquire, by which they are, if so inclined, in a 
position to mislead the shareholders, 'and manipulate the subsidiary 
company to the detriment of the shareholders of the parent company. 
This manipulation generally takes the form of entering into inter-com¬ 
pany transactions with the predominant idea of concealing from the 
public and shareholders of the parent company certain transactions or 
the trae state of affairs ; or with the idea of so manipulating as to 
increase the profits of the parent company fictitiously (on which the 
management by way of remuneration as commission may depend)'by 
transferring, or pretending to sell, to a subsidiary, one or more of the 
least paying actually losing departments, so tliat the losses of the sub¬ 
sidiary coiresDond with artificial increase in the profit of the parent 
(X)mpaiiy- The'English Act of 1929 tackled this question on the recom^ 
mendations of the Greene Commission of 1925-26, by providing that a 
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holding company must set out separately in its balance sheet any assets 
consisting of shares in or amounts owing from a subsidiary company 
(or subsidiaries), distinguishing shares and indebtedness. Where a 
holding company is indebted to a subsidiary or subsidiaries, the aggre¬ 
gate amount must be separately disclosed in its balance sheet ajid 
details need not be displayed. The holding company is required to 
annex fo its balance sheet a duly signed statement stating how the 
profits and losses of a subsidiary or subsidiaries have been dealt with 
in its accounts, and in particular, how and to what extent (i) provi¬ 
sion for the classes of the subsidiaries has been made in the accounts 
of the holding company or in those of the subsidiaries or in both, and 
(2) the losses of a subsidiary or subsidiaries have been taken into 
account by the (firectors of the holding company in arriving at the 
profits and losses of the holding company as disclosed in its accounts. 
These are also required to be stated in the aggregate. When the audi¬ 
tor's report is qualified, the Act requires particulars of the qualifica¬ 
tion also to be stated. Our Indian Companies (Amendment) Act 1936, 
has taken up this question in greater detail, and has gone further than 
the English enactment, taking advantage of experience of the working 
of the subsidiary and holding companies in England and India since 
the Greene Commission Report v/as published as we shall see a little 
later. 

FRACTIONAL CERTIFICATES ISSUED IN CONNECTION 
WITH BONUS SHARES 

A company which has a large Reserve Fund created through accu¬ 
mulation of past profits frequently issues to its members Bonus 
Shares in case its Articles permit their issue. These Bonus Shares 
are virtually speaking capitalisation of the profits covered by the 
amount of the total issue. No Income Tax is charged on these Bonus 
Shares, therefore the issue is made without deduction of this tax. The 
reason is that the profits taken from the Reserve Fund have been 
already taxed. Here, supposing that 5,000 Bonus Shares are issued 
of Rs. 100 oach on the condition that holders of 10 shares would be 
entitled to one Bonus Share. As in actual practice there will be many 
shareholders who do not hold 10 shares, the practice is that the com¬ 
pany issues on each share a certificate known as a '' Fractional Certi¬ 
ficate.*' Thus members holding 10 shares may exchange their ten 
fractional certificates for one Bonus Share, whereas those who do not 
hold the requisite number have to purchase the balance of these fre^c- 
tional certificates in order to make up the requisite number and secure 
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tfie Bonos Share. In case of otbars who do not desire to acquire the 
shares through purchasing fractionai certificates may sell their own 
certificates on the Exchange. 

Legal Saf^;uard against Dl^himate Share Hawking 

In England a practice had developed some years ago, under which 
highly speculative and worthless shares, or what were called units of 
shares, representing shares or fractions of shares, were sold by offers 
made broadcast through letters or personal house to house hawking ", 
with the result that many unsuspecting investors were led in to pur¬ 
chase them to their detriment. Most of these companies were incor¬ 
porated outside Great Britain which made fraud and mis-statement 
more easy and their proof more dif 5 cult. The victims mostly belonged 
to the poor and less educated class of the ♦community, and the most 
objectionable feature was that the purchasers had no business expe¬ 
rience. The law was thereupon amended and it is now unlawful for 
any person to go from house to house (except to business offices) offering 
shares for subscription or purchase. It also la3rs down that any offer 
in writing to sell shares to any member of the public, who is riot 
carrying on the business of buying and selling shares, shall not be 
lawful unless the said offer is accompanied by a written statement 
which is dated and signed by the person making it, containing parti¬ 
culars as required by the Act, or in case of a company incorporated 
outside Great Britain, it should be accompanied by a prospectus which 
complies with the provisions of Sec. 93 of the Indian Companies Act, 
1913 ; Sec. 35 and Parts I, II and III of Schedule Four of the New 
English Act of 1929. The provision of this section shall not apply 
where shares which are thus offered are quoted on a recognised Stock 
Exchange in Great Britain, or the shares are those which a company 
has allotted, or agreed to do so with a view to their being offered to 
the public, or where the offer is made only to persons with whom the 
party making the offer has been in the habit of doing regular busi¬ 
ness in purchase and sale of shares. 

In case of companies not incorporated in Great Britain the above 
stated written statement must contain the following particulars:_ 

(1) Whether the person making the offer is acting as principal or 
agent, and if the latter the principal’s address in Great Britain. 

(2) The date on which the company was incorporated and of its 
registered and principal office in Great Britain, 
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( 3 ) The authorized capital of the company and the amount for 
which it has been issued together with the classes with which it is 
divided and the rights of each class as to capital, dividend and voting. 

(4) Dividends, if any, paid on each class during the three financial 
years immediately preceding the offer, and if no dividend is paid in 
any case a statement to that effect. 

(5) Total amount of debentures issued by the company if any and 
the rate of interest payable. 

(6) Names and addresses of the directors of the company and of 
persons occupying the position of directors. 

(7) If the shares are fully paid up, and if not, to what extent. 

(8) Whether the shares are quoted or are permitted to be quoted 
on any recognised stock ^change of Great Britain, and if so, what 
stock exchange.' 

(9) Where offer relates to units, particulars of the names and 
addresses of the persons in whom the shares represented by the units 
are vested. 

If any person acts, incites, causes or procures any person to act 
in contravention to this section he shall be liable to imprisonment or 
fine. It will thus be seen that it is made a criminal offence to break 
these regulations. The contract made by such a convicted person may 
be ordered by the Court to be void. 

LAW AND PROCEDURE APPLYING TO COMPANY 
MEETINGS 

Importance of a General Knowledge of its Principles 

In these days of large organisations run under joint stock com¬ 
pany inoDiporation the conduct of business at meetings forms a specia¬ 
lized branch of study for all students of '"business organization". 
From small private limited company to large joint stock companies 
working, railways, mines, or a cluster of gigantic mills and factories, 
eveiy step in the organization, control and direction is dotted with 
meetings in one form or other, where our modern business man may 
not only be called upon to exercise the virtue of patience and tolerance 
of views of others, hov/ever op::osed they happen to be to his own ; 
but in addition he has also to display a thorough grasp of the principles 
on which the procedure followed at such meetings is based. Whether 
one attends the meeting in the modest garb of one of its members, or 
under the dignified designation ol a chairman or director, or in the 
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person of that indusO^ious servant of the institution, the company secre¬ 
tary, he cannot feel himself at ease if his knowledge as to the law 
and rules and regulations governing the conduct of such meetings is 
indifferent. Meetings held by vari<.us bodies and associations, such as 
municipal corporations, legislative assemblies, etc., are also those with 
which the modem business man comes in coxitact in one capacity or 
other ; but those in which he is most closely interested are those of 
the board of directors and general meetings of shareholders of joint 
stock companies. In case of joint stock companies, a good portion of 
the procedure depends, no doubt, on the constitution and bye-laws of 
the company: but the general rules of debate, with which we shall 
deal in the course of this chapter, are more or less uniform and of 
general application. The principle on which a joint stock company is 
worked is the principle of the conduct of its business in accordance with 
the wishes of the general body of its members as expressed by the 
voting majority, within the scope laid down by its memorandum and 
articles of association in particular, and as governed by the company 
law in general. Every member and officer of such an institution should, 
thfirefore, possess a good worldng knowledge of the cardinal principles 
which govern the conduct of every meeting in which he aspires to take 
an active part, in order to be able to help those in authority to arrive 
at correct decisions, and should prevent that object from being defeated 
tlirough the breaking up of meetings in confusion by that irresponsible 
element which is frequently in evidence at such gatherings, particularly 
where some heated question is likely to be discussed. In case of a 
joint stock company, the meetings are convened in accordance with 
the requirements of company law, and, therefore, not only is a qualified 
member entitled to be present at such a meeung but is, in fact, more 
or less under a moral obligation to do so in his own interest whenever 
he can spare time. We have already noticed the regrettable indiffer¬ 
ence of an average shareholder with regard to meetings usually con¬ 
vened in connection with companies in which he holds shares, but it 
is hoped that shareholder of the future will, with better appreciation 
of the principles underl)nng a joint stock company organization, exhiDit 
greater interest in this regard. 

THE QUALIFICATION, POWERS AND DUTIES 
OF A CHAIRMAN 

The Chairman’s Election 

The first business of every meeting is to elect a chairman unless, 
as in case of a joint stock company, there is a permanent chairman. 
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if presetlt takes the chair as of if, however, neither the 

rha’irman nor the vice-chairman is present, and the meeting is com- 
jposed of persons with equal right to preside, they will have to elect 
a chairman. This is done by any one present proposing the name of 
one of the members present, which proposal if seconded may be put 
to the vote. In cafee more than one name be proposed and seconded, 
they may all be put to vote simultaneously, and the person securing 
the largest number of votes takes the chair. 

Qualifications necessary for the making of a Successful 
Chairman 

The person selected to act at any meeting as a chairman should be 
a person possessed of infinite tact. He should be patient, impartial, 
methodical, logical, firm without being autocratic, good-tempered and 
preferably one who brings with him special knowledge of the business 
which is to be disposed of at the meeting. In the words of Mr. Gordon 
Palin, if! his book enlilled Chairman's Manual: “ A man without any 
method df habit, who cannot, at least on occasions, be judicial and 
unbiased ; whose mental make-up lacks logic ; who cannot think and 
decide pfetty quickly ; who is not fortified by knowledge of procedure 
and who cannot express himself well, should not voluntarily take the 
chair on any occasion The same author, however, adds that “ But 
there is not one of these shortcomings which may not be largely 
remedied by assiduous study and practice Industry and self-training 
quickly impress the seal of superiority ; but he who must avoid this 
must remain out of the crowd." It will thus be seen that good chair¬ 
men are generally made and not born. Of course there are men— 
though rare—who by the force of personality and the prestige of their 
general reputation, can keep a large meeting in control, even when 
the most delicate questions are at issue: but the general run of chair¬ 
men, as a class, i^ made up of men who are self-made, and who owe 
their position of eminence to persevering hard work. The only idea 
,that should supervene in the mind of the chairman, throughout the 
meeting, is to see its business transacted in as orderly and expeditious 
a manner as possible. In the words of Mr. Albert Crew, in his book 
entitled Procedure at Meetings: “ The chairman should remember that 
men at the meetings are often but children of a larger (sometime.s not 
much larger) growth, and should combat their petulance, unreason¬ 
ableness and pettiness by common sense, sweet reasonableness and 
quiet delennination. He must believe in himself, but not allow his 
masterfulness to obtrucle too much." 
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Powers and Dudes of the Chair 

The first duty of a chairman is to see that tlie meeting is properly 
conducted, and that order is preserved all throughout its proceeding. 
He should next see that the quorum is present, and that all present 
have a right to be there. He has to see that the items discussed at 
the meeting are taken in proper order, that every one present has a 
fair opportunity to be heard on the questions discussed at the meeting> 
and that none except the mover of a proposition is allowed a second 
speech, except by way of an explanation. It is the chairman Who puts 
ail motions, resohitions and amendments to the vote, and it is he who 
declares the result. He ought never to lose sight of the fact that the 
object of every meeting is to ascertain the opinion of the majority, 
according to the voting powers o£ each individual present, which opinion 
is expressed through the passing or rejection of the resolutions and 
amendments moved at the maeting. The first business of every 
meeting is to call upon the secretary to read the notice convening the 
meeting, and the minutes of the last meeting are generally read, con* 
firmed and signed by the chairman. The chainnan where necessary 
addresses the mcetiiig with a view to explaining the business of the 
meeting. In case of joint stock companies, the chainnan explains the 
report (in tlie case of annual general meetings) and reviews the work 
done during the period covered by same. In other cases, the chairman 
generally opens the proceeding with appropriate remarks as to the 
business for which the meeting has been convened. 

We have already noted that the chairman has the right to enforce 
order. In case a person present behaves in a disorderly manner, the 
chairman has the right to order him to behave properly, or else to 
withdraw: and if the person persists in the misbehaviour he may be 
forcibly ejected. In case of ejection no grater force should be used 
than is actually necessary. When, however, the chairman finds that 
it is impossible to maintain order, he has the right to adjourn the 
nteeting. In all other cases, the chainnan's right to adjourn a meeting 
depends entirely on the constitution of the company or the association 
concerned. If the constitution does not provide for such powers the 
chairman cannot adjourn the meeting until the business is done without 
the consent of the members present. Chitty, J., in National Dwelling 
Society v. Sykes, (1895) 3 Ch. 159, laid down as follows: In my 
opinion the power which has been contended for, is not within the scope 
of the authority of the chairman—namely, to stop the meeting at his 
own will and pleasure." He has the right to decide all points of order 
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raised by any member present, and his rulings on points of procedui'e 
are final. It was also laid down by Lopes, L. J., in Henderson v. Bank 
of Australasia, that when a chairman deliberately rules that a certain 
amendment cannot be put, it would be improper and indecent for 
any shareholder to proceed to discuss the propriety of the chairman's 
rpling. 

The chairman has the right of voting according to his qualification, 
i.e., according to the regulations of the body whose meeting he is 
presiding over, and where the votes are equal on either side on any 
question before the meeting, he has, in his capacity as a chairman, what 
called a casting vote ", by the use of which he may help the 
meeting to arrive at a decision. It will thus be seen that the chairman 
has generally two rights of vote, viz., (i) his delibcraiive vote, which 
he gives in his capacity as a member of the body, and (2) the casting 
vote, v/hich he gives in case there is a tie. The first-named right has 
been conceded on the ground thal otheiwhse a person with a good 
voting power, pailicuhirly in a joint stock company, may be conve- 
oienily got rid of by being placed in the chair. It would be a great 
hardship, indeed, if a large shareholder, who also happens to be the 
ciiainnan of a company, were to be prevented from votuig on a question 
in which he is vitally interccted, becau.se he happens to occupy the 
eclair, and thus a resolution were to be carried, or lost, contrary 
to his wishes, which eventuality could easily have been prevented 
through the use ot his votes. The question of the casting vote, however, 
has been dealt with fully a little later. 

In case of interruptions, the chairman no doubt has the lemcdy 
open to him of calling the ofrenders to order, and in the last resort 
of rem.oving them from the meeting. Many a chairman has, however, 
found that a little tact, or a slight touch of humour, has frequently 
greater effect in bringing a troublesome person to order. 

The chairman should also see tliat no discussion is allowed until 
there is some duly proposed and seconded motion before the meeting, as 
otherwise the meeting may indefinitely keep on talking irrelevant 
matters without arriving at a decision. In case such an occasion arises, 
any one present at a meeting maj/ rise to a point of order, on the 
ground that there was no question before the meeting. 

The Passing of the Minutes 

We have already noticed that the chairman has to see that the 
Kiinutes of the previous meeting are read out and confirmed by the 
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meeting. This is done with a view to ascertain whether the record of 
proceedings at the previous meeting, as prepared by the secretary, 
is accumte. Only those who were present at the meeting of wixich 
the minutes are considered, have a right to vote, as the absentees from 
the meeting concerned cannot claim a personal knowledge as to the 
proceedings. If the. majority are in hivour of accepting the minutes 
as accurate, the chairman signs them. In case any member present 
raises an objection and wishes some part of the record to be altered, 
he should move an amendment to that effect This amendment should 
be seconded and put to the vote in the usual form. If passed, the 
chrirman should instruct the secretary to give effect to the correction, 
as indicated by the amendment. 

PROPOSITIONS AND AMENDMENTS 
Flow Tbey Sbotild Be Moved 

After the preliminaries are gone into, the chairman may call upon 
the person, if any, on whose name any proposition in the agenda stands* 
to move same. Failing that, any one present may voluntarily rise to 
move a proposition ; and on his desiring to do so the chainnan should 
announce that fact, v/ith the name of the person concerned. In caa« 
o' these propositions, and particularly in case of amendments, the rule 
to bo lollcv^vcd is to get lliese in viiriting from the movers, together with 
their s'pnnLnrcs at the loot. A motion must always be framed in an 
cii’ cictive fo:ru. A motion not seconded should be dropped, and no 
tide oi it should be talvca in tlie minutes. On the other hand, once a 
mobo.n proposed and seconded, it becomes the property of the meet¬ 
ing, ard neither the proposer nor the seconder has the right to with- 
draw same withoLt the unaaimoas consent of the meeting. The mover 
of a prop-'^sition, whicli is not socor>ded, has no right to speak on iC 
Where a motion, in the form in which it is offered, is too lengthy, and 
the chairman is of opinion that it should be dealt with after being 
divided into two or more parts for simplicity, he has the power to do 
so. A motion duly proposed, seconded and lost, or any amendment 
on it w'hich has sliared the same fate, cannot be brought in again for 
at least three to six months, according to regulations of a large number 
of joint stock companies and other public bodies. The mover alone in 
ms second speech in reply has to restiict iiunself to points raised in 
course of discussion of his motion by other members. 
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The Amendment, How Dealt With 
After a motion has been proposed and seconded, any one present 
may move an amendment. Amendments, like the motion, should be 
framed in an affirmative form. They must also be relevant to the 
question raised by the proposition sought to be amended. They must 
not make the original motion unintelligible. Amendments may be 
moved without notice, unless regulations of the body concerned provide 
for a previous notice. The amendment may be moved with a view 
either to “ omit " certain words from the proposition, or to add " or 
substitute " them. A direct negative is not a legitimate amendment, 
and should not be allowed, because the party offering such a negative 
motion can attain his object by voting and speaking against the propo¬ 
sition. The person seconding a motion, or amendment, need not speak 
on it immediately after the proposer, but may do so at any time before 
the same is put to vote. As a general rule, more than one amend* 
ment cannot be moved on the same motion by the same person, unless 
special regulations of the body concerned admit of such a procedure. 
An amendment may be moved on an amendment. When an amendment 
is proposed and seconded and all have spoken on it, the chairman puts 
it to the meeting for vote. If lest, the original motion is taken in 
hand. If, on the other hand, the amendment is passed, the original 
motion, as altered by the amendment, is taken up and put to tlie meet¬ 
ing as a substantive motion. 

The Chair’s Duty Re : The Closure 
It frequently happens that the discussion on any motion or amend¬ 
ment drags on. In such cases any one present who thinks that the 
mind of the meeting is made up, and that the motion should be put 
to the vote without any further waste of lime, he may do so by propos¬ 
ing a *' closure '* to the effect that the question be now put to vote.*' 
If seconded, the chairman should put it to vote, if he is satisfied that 
enough has been said from all sides, and that the debate has now 
degenerated into repetitions. If carried, no further discussion 'on the 
proposition, or the amendment, should be allowed. If, on the other 
hand, the chairman is of opinion that the question is important, that 
sufficient debate has not taken place thereon and there were members 
wishing to speak, the closure should not be accepted. If, however, 
the motion for closure is lost the discussion must proceed. The other 
name of a closure is tb.e gag." 
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The Object Sought to Be Achieved By the 
** Previous Question ’’ 

When a proposition is moved and seconded, which in the opinion 
of some is one which it is unwise to discuss in general interest of the 
company, or from the discussion of which no good is likely to result, 
they may move what is called the '' previous question/' The latest 
method of wording this proposition is '' that this question be not now 
put/' As soon as seconded, the chairman should put it to the-meeting 
as it takes precedence of all other motions. No amendment is allowed 
on this '' previous question," though it may be discussed, nor can it 
be superseded by a motion for adjournment. The " previous ques¬ 
tion " should be put, either when the original proposition is before 'the 
meeting for discussion or after the amendment is passed and the 
amended motion is put before the meeting as a substantive motion. It 
cannot be put during the course of the discussion of the amendment 
itself. The mover of this question has no right of reply. 

The Dilatory Motion^ 

These motions or resolutions are moved with a view to prevent or 
delay the discussion,.and are in order if moved in furtherance of the 
object for which the meeting has been called. The motion for previous 
question, which we dealt with above, is one of these dilatory molions4 
Another dilatory motion may be, to adjourn the meeting. The form 
of the resolution in this case will be " that this meeting be now 
adjourned A further form of dilatory motion inay be moved, to the 
effect that " this meeting do proceed to the next business Here, 
the object of the mover is to drop tlie discussion of the motion which 
is before the meeting altogether. The adjournment may also be in 
connection with the debate, instead of the adjournment of the whole 
meeting itself, and it may be moved as ‘ that the discussion of the 

debate on this motion be adjourned to." Here, the object of the 

mover is to adjourn or delay the debate to some other date. On this 
motion only the mover of the resolution is allowed to speak. 

Substantive Motion 

When'an amendment on a motion is carried, the chairman has to 
#put to the meeting the original motion as altered by the amendment. 
This original motion, as amended, is called the substantive motion " 
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THE PROCEDURE AND CONDUCT OF DEBATE 
AT THE MEETING 

The chairman has the discretion to decide as to the order in whick 
speakers at a meeting should be heard. If two persons nse to speak, 
the chairman may call upon the one who rose first to address the meet¬ 
ing. If they rose to speak simultaneously, the chairman may decide 
as to who should first address the meeting. This right of the chairman 
is subject to connivance of the meeting. If, however, the majority at 
a meeting express a desire to hear a particular person first, the chair¬ 
man must bow to their wishes. 

A speaker at a meeting should address the chair and should keep 
standing while doing so. While so addressing he should not call tlie 
chairman by name, but should style him “ Mr, Chairman 'h The 
person addressing should speak out his remarks, as reading from 
manuscripts may be objected to by the meeting. The language used 
must be courteous, and not offensive or personal. Unnecessary repeti¬ 
tion must be avoided. Except in committee meetings, no one has the 
right of a second speech except a mover of the proposition. If any 
one present finds that anything irregular is being done, or any objec¬ 
tionable language or a personal remark is being made, he may rise to 
interrupt the speaker with the remark Mr. Chairman, I am very 
sorry to have to interrupt, but I must rise to a point of order, 

etc." and may state his grounds. The chairman's ruling one 

way or other on a “ point of order'" must be taken as final. In case 
the speaker is referring to something in a previous speaker's address, 
or to any other course of conduct about some one presciu, tlie party 
so referred to, may also rise and address the chair v/ith the remark 
** Mr. Chairman, I am sorry to interrupt, but as a matter of personal 

explanation I may state that." This personal explanation 

should be in the form of a brief explanation and should not vixtually 
make up a second speech. 

No doubt, every member of an assembly has a right to propose 
or second a motion (subject of course to the rules, regulations and 
constitution of the body concerned) and also to speak on the same. 
The chairman will, no doubt, see that as far as it is legally within 
his power, he allows every member the exercise of this right and that 
the minority is not bullied or browbeaten by the rowdy majority. At 
the same time, every member present should remember that the peaceful 
^conduct of a meeting depends on individual efforts, and that in case# 
disorder or confusion arises through unruly behaviour of a member, the 
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same reflects on all who are present at the meeting. In case of a 
meeting which claims to be made up of men of culture and good 
breeding, there should* be as little cause for disorder as possible, A 
gentleman when publicly offended or insulted, prefers to lodge a dig¬ 
nified protest, and takes the assistance of the machinery provided by 
law. He is never justified in the use of force, except in self-defence, 
still less of language unbecoming a gentleman. These may, no doubt, 
appear to many as commonplace platitudes ; but how frequently are 
these simple principles lost sight of in the heat of the moment, even by 
men occupying high places in various spheres of life. 

As soon as the chairman calls out " order, order the meeting 
must obey. The person to whom the words are addressed must imme¬ 
diately take the hint, and the rest should support the chair. In case 
the chairman proves to be an unreasonable autocrat, the remedy is 
not to create a disturbance and break up the meeting, but to take 
lawful steps which would ensure his removal. As far as the meeting 
is concerned, every member should readily submit to the disciplinary 
conduct of the chair, as he is there to co-operate with the chair both 
with a view to preserve order and to facilitate the despatch of business 
on the agenda. 

The Demand for A Poll 

When a question is put to the meeting, the voting is usuailly 
effected through a show of hands. This mode of voting, in an assembly 
w'here each member enjoys one vote, does not lead to any injustice ; 
but where, as for example in case of a. joint stock company, the articles 
of association lay down rules and regulations as to the voting powers 
of it's shareholders in proportion to the shares held, a result of voting 
by show of hands does not lead to the correct decision. Under these 
circumstances—or even in case of other assemblies where any meraiber 
present thinks that the chairman has erred in the calculation of votes— 
any i>erson present, or a member, may rise and demand a poll 
In case of joint stock companies, the articles of association.provide the 
minimum number requisite who should demand a poll. In such a 
case, the rule there laid down should be strictly followed. The 
advantage of the poll is that, under it each member*s votes are counted 
according to his qualification (laid down in the constitution of the 
assembly), and that in case the regulations permit fas in case of joint 
stock companies), the votes of absent members who have given proxies 
to those present, may also be counted. The poll should be demanded 
as soon as tlie result of voting by a show of hands is declared. The 



278 Busiiiess Organization 

demand for a poll nuUifies the result of the show of hands as declared 
by the chair. All those who have a right to vote must be allowed to 
vole at this poll, otherwise an illegal exclusion may invalidate the poU. 

It must, however, be noted that the right to vote by proxy as 
referred to above, is a right generally provided for by the constitution 
of joint stock companies, but in absence of an express provision to 
that effect, proxies cannot be used. When such provisions are 
included, the form of proxy is also provided for. This form must be 
substantially followed, and where the use of it is made conditional to 
its deposit within a certain time, that regulation has also to be strictly 
complied with. The proxies must also be adequately stamped. A 
proxy given to be used at a meeting may be used at an adjourned 
meeting, because an adjourned meeting is only a continuation of the 
original meeting. 

Returning to " the poll,” it may be added that the chairman may 
order the poll to be taken at once, or may fix a time and place for 
same. The latter course enables the vote of all members being 
recorded, as it is not necessary that a person voting at a poll shouM 
also have been present when the poll was demanded. The chairman 
generally orders the poll to be taken immediately, either when he 
thinks that the meeting is fully representative or that the question is 
not of great importance. On the other hand, where it is considered 
necessary that all interested should record their votes, a date and time 
is usually fixed. 

Scrutineers are generally appointed from among members by the 
chairman whose business it is to count the votes and report the result 
to the chairman. The votes, in case of joint stock companies, are 
usually recorded on a form prepared by the secretary, giving the list 
of the shareholders entitled to vote, together with the shares held by 
them and the votes they are entitled to. On this list the members 
sign their names, in columns reserved for the purpose, as for or against 
the proposition in question. 

The Casting Vote 

When voting on either side is equal, the question is, whether the 
chairman has a right to give what is known as his casting vote, in 
order to enable the meeting to arrive at some decision. In case of 
joint stock companies, the extent of the right to vote largely depends 
on articles of association. If the articles allow a chairman a casting 
vote, as they generally do, he can, if he so deserves, exercise this 
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right. This, of course, will be in addition to the chairman's right to 
vote as a member or shareholder. In case of meetings othei" than 
those of joint stock companies, the chairman’s right to a casting vote 
depends, in the first instance, on the regulations of the body concerned. 
If the regulations are silent the chairman has no casting vote. 

THE BOARD MEETINGS OF DIRECTORS 

We shall now proceed to deal with special meetings of the board 
of directors. The first point which should be noted, is that directors 
must act at a board meeting, and an act of a single director would 
not be binding on the company. When they act as a board, the 
requisite number to form a quorum must be present. Powers of 
directors depend upon articl^ of association, within the compsiss of 
which they must act. They must do the work assigned to them, and 
cannot delegate unless the articles give them the power to delegate. 
This delegation is generally done through formation of committees to 
whom this work is delegated. Each and eveiy director must be given 
the notice of board meeting at their registered address. In ca.se this 
notice is omitted in case of any director or an attempt is made to 
exclude him in any way, the whole proceeding at the meeting may 
be declared void. In case of the quorum, the persons present 
must be competent to transact business and to vote. Generally the 
articles fix the quorum of the board of directors, failing which, a 
majority of directors will be competent to act. This majority may 
fix the quorum at their first meeting if they so desire. Of course, a 
director who is disqualified from voting at a directors' meeting is 
not necessarily disqualified for that reason from voting in his capacity 
as a shareholder, at a shareholders' meeting. 

The board meetings should be presided over by a chairman. 
Generally, in joint stock companies, the chairman is a permanent officer. 
The duties and powers of the chairmen of board meetings are similar 
to those of chairmen generally. 

The usual practice is to assign a special cl^rk to note the attendance 
of each director. 

The usual business done at a directors' meeting is that of the 
management of the business of the company, forfeiture of shares, 
making of calls, f^assing of transfers and accounts, recommendation 
of dividends, appointment of officers, appointment of committees, etc. 
The advantage of distributing the work among the committees has 
been already discussed. 
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In connection with attendance at board meetings, it is no dottbt 
the moral duty of directors to attend regularly, though legally a director 
is not responsible for acts done in a board meeting at which he was 
not preset. According to the judgment in the City Equitable Fire 
Insurance Company Ltd., ( 1925 ) i Cb. D. 407 , a director in discharging 
his duties is not expected to show a greater skill than may reasonably 
be expected from a person of his skill and experience. He is not 
liable for any errors of judgment. His duties arc of an interniittent 
nature, to be performed at periodical board meetings, and he is not 
bound to give continuous attention. Though not bound to be present 
at all such meetings, he ou^t to attend them when reasonably able 
to do so, ^ 

As to the nght of directors to inspect the minute book, there is 
not the least doubt that as long as he is a director he has the right to 
inspect and take copies of the minute book of directors ; though, in 
an old judgment this was doubted, and it was laid down that if the 
inspection was required for a hostile purpose the same could be withheld. 

In connection with board meetings, if the directors speak honestly 
and without malice, while discharging their duties and while discussing 
the affairs of the company, they would not be liable for any defamatoiy 
statement they may have made at such meetings. 

SHAREHOLDERS’ MEETINGS 

We have already considered fully the statutory meeting held by 
every company once in its life. Other meetings are annual general 
meetings, extraordinary general meetings and class meetings. In con¬ 
nection with annual general meetings the business done is more or less 
uniform* It consists of the reading of the notice convening the 
meeting, the receiving of the directors' report and accounts, chairman's 
speech, reviewing the year's work and remarks as to the prospects of 
the year to come, putting to vote of the report of directors and audited 
accounts as presented at the meeting, the declaration of dividend as 
recommended by directors, election of directors in place of those who 
retire or who have died, appointment of auditors for the next year 
and fixing of their, remuneration. Minutes of these general meetings 
are kept, and generally passed as a correct record at the next’directors' 
meeting following the date of the ordinary general meeting. In con¬ 
nection with general meetings, the directors in a board meeting mus'^ 
decide to hold same, as the secretary or a single director cannot czZ 
an annual general meeting. The general meeting can only be ci? d 
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with the authority of the board. MHiile calling an annual general meet- 
'ag, care should be taken to see that eveiy one entitled to receive notice 
of the meeting has been properly notified, otherwise the proceedings 
at tlie meeting may be held to be void. The articles generally provide 
to the effect that a shareholder who has left India, or is living at a 
distance, say, of more than two hundred miles from the place of regis¬ 
tration of the company, the notice need not be given, in which case 
the regulation would be in order. The place and time of the meeting 
should be reasonable. All business to be done at this general meeting, 
should be specifically mentioned in the agenda of the Annual General 
Meeting. 

At this Annual General Meeting a Balance Sheeti of the company 
is placed before the meeting by the board of directors. A detailed 
discussion on the importance of the Balance Sheet of a joint stock 
company is given under the next heading. 

All other meetings held for special purposes, other than the annual 
general meeting, would be termed extraordinary meetings. In case 
of extraordinary meetings the notice convening the meeting must specify 
the actual terms of the extraordinary resolution, if any, which is 
proposed to be discussed and passed at the said meeting. Unless the 
articles permit, a notice of the meeting once given cannot be withdrawn, 
here the meeting must be held and adjourned. ^ 

It is frequently necessary to call what are known as class meetings: 
that is to say, meetings of members of a particular class, in order to 
decide some important questions, such as a meeting of preferential 
shareholders. 

THE IMPORTANCE OF COMPANY BALANCE SHEET 

The Balance Sheet is a condensed and classified statement showing 
the assets and liabilities as on the date it bears as indicated by the 
balances of all ledger accounts which remain open in the Ledger after 
the Trading and Profit & Loss Accounts have been prepared and all 
the adjustment entries are passed. The Balance Sheet also includes 
the net result of the Profit & Loss Account. In short, the main object 
of a Balance Sheet is to exhibit clearly the true financial position of an 
undertaking as on a given date. , 

There are two methods commonly employed in pracrice in arrang¬ 
ing and marshalling of Assets and Liabilities in a Balance Sheet, viz., (i) 
Orde^ of Realizability, i.e. where the Assets are arranged in order of 
their realisability i.e. the simplicity or otherwise of converting same 
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in hard cash, beginning with ‘'cash in hand and the liabilities aitt 
arranged in order of urgency for repayment, and ( 2 ) Order oj Perma¬ 
nence, i.e^ Assets are placed in order of their permanence, Fixed assets 
being placed over the Floating assets, cash in hand being one of the 
last items, and Fixed liabilities over Floating liabilities arranged 
against them beginning with capital. 

The first method is employed generally by a single Trader or 
Partnership Firm and partly by Banks and similar institutions, the 
latter being preferred by many commercial institutions, more parti¬ 
cularly by the statutory fonn of a Company's Balance Sheet. 

Classification of Property and Assets 

The assets may be divided into four main classes, namely (a) fixed 
assets, (b) floating assets, (c) hquid assets, and (d) nominal, fictitious 
or paper assets, or assets of unrealizable value. 

Fixed Assets.—Fixed assets, such as building, machinery, plant, 
etc., are those which are more or less of permanent nature and which 
are acquired not for resale or subsequent reconversion in money but 
with the predominant idea of using them in connection with business. 
These assets get depreciated through use and are gradually written 
off through a depreciation reserve fund created out of profits from year 
to year. Those that are subject to such deterioration within a measur¬ 
able distance of time are called wasting assets. 

Floating, circulating or trading assets, on the other hand, are 
those which are acquired for resale or manufacture or subsequent con¬ 
version into cash, such as stock-in-trade of a trader or manufacturer, 
book debts, investments, etc. 

Liquid assets^ is a sub-division of floating assets and they include 
cash in hand and at bank and similar easily realizable assets, such as 
gilt-edged securities, bills of exchange, etc. 

Fictitious or paper assets consist mainly of deferred revenue 
expenditure, such as preliminary expenses, prepaid expenses, etc. 
Among thisjrlass of assets of unrealizable value may also be placed 
the debit balance of Profit & Loss Account or any other item of loss 
not yit written off. 

METHOD OF VALUATION OF ASSETS 

Fixed assets should be valued at cost less an estimated allowance 
for depreciation or deterioration at such a rate per cent as would 
Induce the book value of the asset concerned to its soap value by the 
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end of its working life. Floating assets, on the other hand, must be 
valued on the basis of its cost price or market (replacement) value, 
whichever is lower, and in no case at more than the value which in 
the ordinary course of business can be reasonably expected tor be rea¬ 
lized. 


Market Fluctuations 

In case of fixed assets, such as plant and machinery, buildings, 
etc., market fluctuations are ignored as such fluctuations are caused by 
outside influences which do not increase or decrease the working capa¬ 
city or the usefulness of such assets to the business as a going concern. 
In case of floating assets, however, while temporary fluctuations may 
safely be ignored, the possibility of real fall in the realizable value 
must be provided for before arriving at the net result of the trade. 
In fact if the market, i.e. replacement value of a floating asset is lower 
than its cost, market value should be the basis of valuation. Rise in 
hiarket value denoting increased anticipated profits, however, should 
always be ignored under the general rule which states that no credit 
for any profit should be taken until the profit is realized. 

As valuation of assets is a very important subject for an accountant 
in connection v;ith the preparation of a Balance Sheet, the following 
details will be found of some assistance to him in this connection. 
The order in which the assets and liabilities are discussed below shows 
the order in which they should be marshalled in a Company's Balance 
Sheet. 


Goodwill In Accounts 

This is the most unrealizable form of asset as long as the business 
is not actually sold and its imaginary value should never be brought 
into accounts or on Balance Sheet. Goodwill, therefore, should only 
be brought into account as an asset or shown in the Balance Sheet 
where a price has been paid for goodwill in connection with the pur¬ 
chase of any runm'ng business. Even in that case, though there is 
no legal obligation to write off goodwill, it is prudent to write satne 
off by spreading its cost over a number of years or against capital 
profits, if any. In any case when goodwill appears in a Balance Sheet 
it must appear at cost, less amount written off, if any, and should 
be thus clearly set out as a separate item. 

Valuation of Land and Buddings for the Balance Sheet 

This asset, like aH fixed assets, should be set out at cost minus a 
reasonable depxedation in reepect oi &e wear and teax of the building 
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as written off prior to as well as during the year representing the 
accounts in the Balance Sheet. In case of leasehold land and build¬ 
ings the depreciation is measured along with tlie expiring period of 
the lease. All repairs and renewals to buildings should be charged to 
revenue ; but actual additions and improvements to property may be 
added to the account of the Asset concerned in order to increase its 
value. It is not desirable to write up the value of fixed assets other¬ 
wise until realization. 


Plant and Machinery 

This is to be shown at its original cost less a proper provision for 
depreciation. The depreciation charge must be calculated according to 
the best estimate of the period of its usefulness to tlie business. This 
period should never be over-estimated and in estimating the period, 
account should be taken of the number of working hours or the possible 
output units, the possibility or otherwise of its being kept always in 
full repair and the risk of obsolescence during its normal life. In fact 
the provision for depreciation should be such as to reduce its cost to 
its scrap value by the time the asset would require replacement. 
Market fluctuations should be ignored in this case also. 

Patents and Trade Marks Valuations 

This asset should be valued at cost less depreciation, being a fixed 
asset. The cost should be written off during the period for v/hich the 
patent is to last, generally i6 years after taking into account the 
possibility of the same becoming valueless or obsolete or failing to 
create demand either through a new invention or competition with a 
more successful trade mark. In actual practice it is usual to revalue 
a Patent at periodic intervals but on such revaluation, the value should 
not be written up. It may of course be written down. 

Patterns and Drawings 

When patterns and drawings form part of any specific job its cost 
should.be charged on to that job, but when the cost is incurred for 
its continuous use, the asset may appear on the Balance Sheet at cost 
less proper depreciation. 

Classification of Loose Toob 

These are also to be classified among " fixed assets." As the ordi¬ 
nary method of depreciation on p)ercentage basis in case of these assets 
is impracticable, stock-taking and valuation method has to be 
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employed particularly because it is possible that many of the tools used 
are made or manufactured by the business concerned in its own factory 
while some of them are purchased ready made. Frequent additions, 
purchase of special tools, losses, scrapping and breakage necessitate 
actual stock-taking and valuation at cost of “ loose tools on hand " on 
the date of the Balance Sheet. The same method of actual valuation 
of existing stock may also be adopted for horses, carts, live-stock, 
moulds, and similar assets. Any fixed percentage of depreciation in 
these cases would lead to misleading results. 

Periodic Valuation of Copyrights 

Copyright extends over the period of author's life and 50 years 
after the death of the author. Here also though depreciation at some 
safe percentage may be written ofi in the first few years, a periodical 
survey and valuation is the only safe method, as the value of the copy¬ 
right may continue to last for a long period or may disappear during 
the lifetime or soon after the author's death. 

Fumiture, Fixtures and Fittings 

Office furniture generally lasts long and possesses a considerable 
resale value when replaced. Fixtures and fittings, however, possess 
little resale value when removed either for alteration or when vacating 
premises. Again if the premises are leasehold some of the fixtures and 
fittings would become the property of the landlord according to the 
terms of the lease. Though this asset may also be valued at cost less 
depreciation as in case of other fixed assets, the Fixtures and Fittings 
have perforce be more heavily depreciated than office furniture, talking 
these factors into consideration. 

Presentation of the Stock-In-Trade on Varying Calculations 

Stock-in-trade may consist of (i) raw materials, i.e. materials 
bought by the manufacturing concern which would be eventually con¬ 
verted into saleable products, (2) finished goods, i.e. goods which are 
in a saleable condition but which are not yet disposed off, and (3) 
work-in-progress which consists of partly-manufactured goods at the 
date of the Balance Sheet, i.e. neither in form of raw materials nor 
finished articles. 

For raw materials and for finished stock, the rule of valuation is 
cost or market price whichever is lower. The correct valuation of 
stock at the close of the period is most important, as upon the accuracy 
of this valuation will depend the figure of correct gross profit shown 
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in the Trading Account and subsequently the net profit given in the 
Profit & Loss Account. The only case where stock at end is permitted 
to be valued at a price higher than cost is where the value of stock 
increases with the passage by time and the stock is purposely kept 
unsold for a specific length of time for such increase in value, as for 
example wines, timber, etc. This stock increases in value with age 
as they get old. Even in such cases the valuation or the increase in 
the cost is based not on the footing of the price at which such goods 
could be replaced from the market but by adding to the original cost, 
storage and preservation expenses plus a reasonable percentage of 
interest on the invested cost. 

Valuation of Work-in-Progress 

The valuation of work-in-progress includes the cost of materials as 
well as labour and other expenses which can be directly charged on 
to the cost of its manufacture plus a reasonable percentage in order to 
cover indirect or overhead expenses. In the case of Contractors, cash 
or deposit received from customers on account of work-in-progress, 
i.e. on account of partly-finished contracts, should be shown as a 
deduction from the cost of work-in-progress in the Balance Sheet. 

Presentation of Stores in Hand 

This item denotes materials purchased for consumption in connec¬ 
tion with the upkeep and maintenance of plant and machinery, or 
such other assets, as for example fuel, oils, cleaning materials, etc. 
Such consumable materials purchased are charged to revenue but 
at the end of the period stores on hand should be adjusted against 
this charge and shown in the Balance Sheet at cost. This item where 
it exists should not be mixed up with stock-in-trade in hand ; but 
should be shown as a separate item. 

Other important points in connection with stock in hand would 
be the following: — 

(1) Obsolete and unsaleable stock sfifeuld be written off. 

(2) Goods sold but not delivered should not be included in stock in 
hand at the end of the period. 

(3) Goods bought and received but not included in Invoice Book should 
not be counted in the stock at end. 

(4) Goods sent on consignment or on sale or return or stock with 
branches, should be ascertained and valued at cost (including proportionate 
expenses incurred on same) or market price whichever is lower and idiould 
be included in the Balance Sheet 
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(5) Goods received on consignment or on sale or return should not bo 
included in stock at end 

Sundty Debtors on the Balance Sheet 
The balances of sale ledger accounts, i.e. accounts of debtors 
should be extracted of separate sheets and the total of these balances 
should be carried to the trial balance as the figure of “ sundry debtors " 
The amount appearing under this head must, therefore, represent bon^ 
fide debts due to the business. In order, theretore, to get at the figure 
of bona fide debts due and realizable, all known bad debts must bo 
first written off and a sufficient reserve or provision must be made for 
doubtful debts, discounts allowable, statute barred debts or debts 
imder dispute. This item of sundry debtors should include only trade 
debts due and should not include debtors for finance or loans, debts due 
from directors or managers or from subsidiary companies. Such debts 
which are not to be included in this item, must be shown separately 
under each specific heading. Reserve for doubtful debts, when made 
or existing should be shown as a deduction from the sundry debtors, 
so that the estimated realizable debts only can be shown as an asset, 
though in case of an Indian Company Balance Sheet “ Reserve for 
Doubtful Debts is shown on the Liability side according to the statu¬ 
tory Form. In case of foreign debtors care should be taken to make 
a provision for possible loss due to fluctuations in exchange. It is 
probable that some ledger accounts of debtors show small credit, 
balances, arising from overpayment or our subsequently admitting some 
claim or an allowance being granted. Strictly speaking these credit 
balances of customers should be added to total balances of sundry 
> creditors and not deducted from total debit balances of sundry debtor^ 

Bills Receivable As Assets 

This item is made up of bills recseivable in hand not yet due. They 
may appear at full value unless where there is a likelihood of any of 
the bills being dishonoured on due date in which case a reasonable 
provision for likely loss on same may be 'blade. With regard to bills 
receivable discounted there is always a contingent liability until their 
maturity dates and this contingent liability should be stated by way of 
a footnote on the Balance Sheet. 

Investments As Fuced And Floating Asset 
This asset may be either a fixed asset or a floating asset. It is 
a fixed asset when the intention is to hold the investments more or less 
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permaoently as a fonn of reserve fund or with a view to earn income 
through dividends or interest they yield periodically. Thus invest¬ 
ments held by a Holding Company or an Investment Trust Company, 
would be treated as hxed asset When such is the case the usual 
basis of valuation as in case of fixed assets namely cost less a reasonable 
allowance for jx)ssible loss may be adopted while periodical market 
fluctuations may be ignored. Whera, however, the investments are 
temporary, more or less in the form of seasonable investments, to keep 
employed cash not immediately required, but with a view to subse¬ 
quently converting same into money during busy seasons, they are 
treated as floating assets. Even in that case all temporary fluctuations 
may be ignored. They appear at cost in the Balance Sheet unless 
where the fall in the market value is more or less permanent or a long 
period fall is feared. The mode of valuation should be distinctly 
mentioned and diSerent types of investments separately shown 
Appreciation in value of investments should always be ignored. 

Interest Accrued on Investments 

Interest accrued on investments but not yet due from the last date 
on which it was due and received to the date of the Balance Sheet, 
if ascertained, should be shown under this heading. . ^ 

«■ 

Outstanding Income ^ 

Interest and other income which are due and payable but not 
yet received can be grouped under this heading, each income item being 
specified separately. 


Cash and Bank Balances 

While placing this item on the Asset side, mention may be made 
of (i) Cash on hand, (2) Cash at Bank on current account, and (3) 
Cash at Bank on fixed deposit account. 

Fixed Gipital Expenditure and Deferred Revenue 
«Expenditure 

Expenditure such as Preliminary Expenses, Discount or Cost on 
issue of Shares or Debentures, Underwriting Commission are generally 
known as Fixed Capital Expenditure" and should appear in the 
Balance Sheet at book value and in the statutory Form of Indian 
Company Balance Slieet these items appear along with the Fixed 
Assets Though there is no legal obligation on a company to write off 
such capital expenditure against revenue in ascertaining the tradir^ 
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profit and they may app^'ai* at book value from year to year, it is wise 
to write off these expenses by spreading the cost under each head over 
a period of 3» 5 or 7 years if the profits-allow or against any capital 
profits made, the unwritten off balance always appearing on the Assets 
side of the Balance Sheet showing the original cost and the amount 
written off. When, however, a large amount is spent by a company by 
way of heavy advertising, repairs and replacements, expenses of removal 
of business, etc. the benefit of which the business is going to enjoy 
for a number of years to come, the cost may be spread over a 
number of years and the unwritten off balance m this case also 
should appear as a paper asset under each distinct head. This is 
called Deferred Revenue Expenditure. The deferred expenses such as 
prepaid expenses also belong to this class of assets. Items of this kind 
on the Asset side, being Fictitious Assets, are of course worthless from 
the point of view of creditors or bankers. 

Balance of Profit and Loss Account 

If the Profit and Loss Account shows a debit balan^ce, it represents 
loss, and appears as the last item on the Asset side of the Balance Sheet 

CAPITAL AND LIABILITIES 

Although’in theory, particularly applicable to a partnership and sale 
traders accounts outside liabilities should be mentioned first, on the 
Liabilities side of the Balance Sheet, and the capital should be placed as 
the last item as it represents the excess of assets over liabihties or the 
net worth of the proprietor of the business, the order of arrangement is 
reversed in case of the Balance Sheet of a joint-stock company, where 
the share capital of the company is shown first with full particulars 
stating clearly the Nominal, the Subscribed and the Paid-up Capital of 
the company in order that the maximum capital which a company is 
authorized to issue, the capital issued up to date, the uncalled capital 
as well as called, but unpaid amount of the capital may be clearly seen. 
Calls paid in advance as well as any shares that have been forfeited 
(together with the amount paid up on them) should also be separately 
stated. Shares issued to vendors or promoters for consideration other 
thaa cash must be stated as separate items. Redeemable Preference 
Shares, where issued and outstanding, must also be shown separately 
with a note a$ to the time when they are to be redeemed. 

Authorized Capital or the Nominal Capital is shown in the Balance 
Sheet as the first item on the Liabilities side distinguishing betwe^ 
the different classes of authorized share capital with which the compai^^ 
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is registered. This item is only an informative item and the total of 
the authorized capital, after being mentioned is ruled off in the inner 
column, so as not to be included in the total of the Liability side. Just 
below this item should appear the Issued, Subscribed and Paid-up 
Capital of the company in proper form as shown below: — 

CAPITAL AND LIABILITIES 


Nominal Capital: 

10,000 6% Preference Shares of Rs. 10 each 
20,000 Ordinary Shares of Rs. 10 each 


Rs. 

1 . 00,000 

2 , 00,000 


Issued Capital: 

7,000 6% Preference Shares of Rs. 10 each, 
fully paid ... 

5,000 Ordinary Shares of Rs. 10 each, issued as 
fully paid to vendors as part payment 
of the purchase price of their business and 
goodwill 

10,000 Ordinary Shares of Rs. 10 each, Rs. 

Rs. 7 per share called up ... 70,000 

Less Calls in Arrears ... 1,000 


3,00,000 

70,000 

50,000 


Rs. 


69,000 

Add Calls paid in advance ... 300 


Debentures: 

600 7% Debentures of Rs. 100 each 

Less 100 Debentures redeemed but are. 
available for re-issue 


69,300 

60,000 

10,000 


139,300 


Premium on issue of Preference Shares 
Premium on issue of Debentures 


50,000 

3300 

6.000 


DifFerence Between Fixed and Floating Liabilities 

Liabilities may also be classified into Fixed '' and '' Floating 
Floating liabilities are thpse that fluctuate from day to day according to 
the commitments of the business and which are due for payment either 
immediately or within a comparatively short time. Other liabilities 
have a degree of permanence such as Debentures and Loans, which are 
not payable on demand but at a fixed or distant date or irredeemable 
i.e., payable only on liquidation of the company concerned. They are 
called fixed liabilities often known as Loan Capital as distinguished from 
Capital proper or Share Capital. The Trade Creditors, Bills Payable 
and similar items payable on demand or in the ordinary course of 
hitsiriess are called floating liabilities or circulating capital. Both these 
classes of liabilities must be stated separately to enable one to judge, 
by examining a Balance Sheet, whether floating assets are sufficient to 
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meet floating liabilities with a view to provide for sufficient Working 
Capital 

Where a liability is secured by a charge on any assets, the liability 
should be stated as so secured, though the particular assets charged need 
not be specified. 

Debentures Debt or Debenture Capital 

Details of debentures issued must be separately stated and if they 
are issued at a premium or discount, such premium should also appear 
on the Liability side as a separate item and Discount on issue (less any 
amount written off), on the Asset side. Sometimes Debentures are issued 
as collateral security for a Bank loan, in which case the Bank loan is 
a liability and not the Debentures so issued and such item must be 
stated as : — 

Bank Loan (secured by Rs. 10,000 6 per cent 
Mortgage Debentures issued as collateral 
security) ... ... ... Rs. 8,oc 

Where some of the debentures are redeemed but the company has 
power in the articles of association to re-issue ^une, the fact that so 
many debentures are redeemed but are available for re-issue should 
be stated. 


How to Disclose Sundry Creditors 

Trade creditors for goods supplied should not be combined with 
other debts. Creditors (a) for goods supplied, (6) for expenses such as 
outstanding or accrued liabilities for wages, rent, etc., (c) for accept- 
'ances, i.e. Bills Payable, and.(i) for other finance like Bank overdraft, 
should be separately stated. 

Loans 

Loans may be secured or unsecured. In case of secured loans or 
mortgage creditors, the nature of security must be mentioned, whereas 
with regard to unsecured loans separate amounts should be stated as 
to (a) loans from Banks, (b) fixed deposits, (c) advances by directors 
or managing agents, and (d) liabilities to Subsidiary Companies. 
Interest accrued due but not paid may be added to the loan concerned 
and the addition shown as such. 

Different Types of Reserve Funds 

Capita! Reserve Funds should be placed first followed by othei 
Reserve Funds either under self-explanatory headings or indicating in 
each case the purpose for which such funds are created 
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a) Capital Redemption Reserve Fund, where redeemable prefer-^ 
ence shares are to be redeemed out of profits. 

(b) Debenture Redemption Fund or Sinking Fund. 

(c) Dividend Equalization Fund» Pension Fund, etc. 

(d) Other Reserve Funds created out of undistributed profits. 

Specific Reserve Funds are those which have been specifically created 
in order to meet anticipated losses in the vaJue of particular assets such 
as Investment Depreciation Fund, Investment Fluctuation Fund, may 
be stated as separate items on Liability side, though they should 
preferably be shown as a deduction from specific asset on the Asset 
side of the Balance Sheet. 

Provision for Bad and Doubtful Debts 

Tins Item, which could more correctly be shown on the Asset side 
as a deduction from Sundry Debtors, is to be shown on the Liability 
side in case of Indian Jomt Stock Company Balance Sheet as required 
by Form F, uoaer the Indian Companies Act. 

Unearned Portion of Income 

Income received m advance in form of advance payments or 
unearned discount or any income or any portion thereof, though credited, 
if not yet earned and consequently carried forward to subsequent period, 
appears under this heading. 


Profit and Loss, etc. 

Net profit carried over to next accounting period according to 
P. and L. Appropnatioa Account is stated as hereunder. In case the 
Profit and Loss Appropnation Account is not separately made out* 
this item on the Balance Sheet is shown in detail: — 


Profit and Loss Account Balance of last yea ... 

Add Net profit at per Profit aod Loa Account of 
current year 

Rs. 

3SX)00 

30X100 

R«. 

Less 6% Dividend on Rs. 1,00,000 Preference 
Shares 

„ 10% Dividend’on Rs. 2,00,000 Orduaary 
^larea 

„ Transferred to R^rve Fund 

Ra 1 

6,000 

20,000 

6/XX) 

SSflOO 

32J000 
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Contingent Liabilities How Dealt with 

Liabilities which have not ari:^n. but which may anse on the 
happening of a certain event, an‘ contingent liabilitica. They must be 
stated in the Balance Sheet by the way of a footnote only. These liabi¬ 
lities generally cover those (i) on Bills Receivable discounted but not 
yet matured, (2) under a guarantee, (3) in respect of arrears of dividend 
on Cumulative PrefcreiKC Shares, (4) under penalty clause in a contract, 
{5) for claims against the company not acknowledged as debts, or (6) 
for calls on partly-paid shares held by the company, etc. 

DIFFERENT DENOMINATIONS OF RESERVES AND 
RESERVE FUNDS dc MODES OF 
CREATING SAME 

A Reserve is a provision made to meet any known or anticipated lose 
or liability or any future contingency. 

As a Charge against Profits 

It is a charge on the Profit and Loss Account when it relates to 
expenditure which has been incurred but is unpaid or a liability or loss 
which it is anticipated will accrue but which has not been definitely 
ascertained as for example, Reserve for bad and doubtful debts, 
Reserve for income-tax, Reserve for claims disputed in courts. Reserve 
for outstanding expenses, Reserv^e for contingent liabilities for Bills 
Receivable discounted, etc. These “ reserves " are generally and 
preferably called " Provisions 

As Appropriation of Profits 

Apart from these provisions to meet known or anticipated loss, 
liability or contingency which has to be provided for before true profits 
of the period can be ascertained, a jont-stock company generally 
retains a part of its profits in business with a view to strengthen its 
financial position or increase its working capital or for other reasons 
such as to accumulate profits to meet specific liabilities or unknown 
contingencies. This provision is made from surplus profits after the 
profits for the period are ascertained and transferred to Profit and Loss 
Appropriation Account. Such a provision is generally known as a 
Reserve or Reserve Fund which may be made either for (i) Specific 
purposes or (2) General purposes. 

Specific Reserve Fund is created with a view to provide sufficient 
profits year after year to meet a specific liability or contingency, as 
for example, Debenture Redemption Fund, Pension Fund, Dividend 
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Equalization Fund, where each fund is eannarked for the purpose for 
which it is created. The word '' Fund is generally used only when 
represented by specific investments outside the business Otherwise 
the word Reserve only may be used instead of Reserve Fund. 

General Reserve is a provision made out of available profits to 
meet any unknown future losses or contingencies or to equalize divi¬ 
dends or to strengthen the financial position of the business generally 
to provide extra working capital thereby. 

The Necessity For Such Provision 

To provide against the eventuality of very heavy losses or charges 
arising in any future year which might considerably reduce the profits 
of the company during any one year the directors generally lay aside 
periodically a certain amount out of the profits during profitable years, 
before declaring dividend, and build up a “ Reserve " so that in case 
of such losses arising they are easily met out of the Reserve. Such 
a reserve is often called “ Reserve Fund Account " or “ Surplus 
Account " or “ rest " as in case of the Bank of England. Reserve 
Account or Reserve Fund Account thus represents surplus or undis¬ 
tributed profit and as such it appears on the " Liabilities side of 
the Balance Sheet. It is the excess of assets over liabilities and the 
capital of the company. 

The amount thus laid aside out of the profits year after year is 
generally invested in outside securities, if not, it may remain in the 

company either in form of cash or some other asset as extra working 

capital. Whether the amount represented by Reserve Fund should be 
invested outside, or should be retained by the company in connection 
with the business, depends on the nature and requirements of the busi¬ 
ness and the policy which the directors have decided to follow. In 
case of banks, however, it is best to invest the Reserve in outside 
marketable securities which could be realized at any time for imme¬ 
diate use in an emergency, such as a run on the Bank ; but in case 
of a trading company it may be profitable to keep it for use in the 
business itself as the increased facility afforded by so much ready 
cash may help the company to take advantage of discounts by prompt 
cash payments on purchases, or in the case of some manufacturing 
companies it may be thought more profitable to use the reserve on 

extensions instead of investing it in securities on the one hand and 

then borrowing at heavy interest from outside. 
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Secret, Hidden or Internal Reterves 

Directors of very successful companies where the profits are very 
large, besides laying aside sufficient amounts by way of reserve openly, 
create a Secret, Hidden or Internal Reserve by over depreciating Assets 
such as building, etc., with the result that in course of a few years 
these assets appear on the Balance Sheet at a figure far below their 
intrinsic or market value. In some cases they do not appear there at all. 
as in the case of the premises of the Bank of England which are 
valued at £2,00,000 but being written off out of profits are not shown 
on the Balance Sheet. Courts of law have sanctioned such a course 
though from strictly accountancy point of view this course would 
hardly be considered correct as the Balance Sheet in such cases 
would not be representing the exact state of the company’s affairs. 

Dividend Equalization Fund 

Some companies maintain a special Dividend Equalization Fund 
by crediting to that account in prosperous years a portion of undis¬ 
tributed profits ear-marked for being used towards payment of divi¬ 
dends during lean years. This is a very useful method particularly 
in case of companies whose profits are subject to wide fluctuations, 
in order to ensure that it may be able to maintain a more or less 
uniform rate of dividend both in prosperous as well as in lean years. 
This v/ill also have a very healthy effect m maintaining steady market 
price for their shares. In older that this fund may fulfil its objects 
satisfactorily it would be wise to invest the amount represented by 
this fund outside the business in gilt-edged securities. 

Dividend in Form of Bonus Shares 

Some companies after a number of successful years are fortunate 
in building up a large reserve fund out of accumulated profits which 
they capitalize, with a view to provide permanently increased working 
capital or gradually invest in profit making fixed assets. There¬ 
after they decide that these accumulated profits standing to the credit 
of reserve fund may be distributed among the shareholders by issuing 
to them fully paid Bonus Shares. This procedure results in increasing 
the issued share capital of the company. If the company has suffi¬ 
cient amount of unissued share capital and the Articles permit the 
issue of Bonus Shares, the procedure will be intra vires, otherwise 
the company's authorized capital will have to be increased first by 
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altering its Memorandum of Association to admit of this extra Bonus 
share capital to be issued. The accounts procedure under such cir¬ 
cumstances will involve transfer of an equivalent amount required for 
issuing fully paid Bonus Shares from the Reserve Fund Account to 
the Capital Account. This arrangement has to be approved by the 
company in general meeting. Such capitalization of profit by the 
issue of the Bonus Shares will no doubt result in additional share 
capital, on the whole of which profits in future will have to be divided 
by way of dividends. 

In other cases where the shares of the company are not fully paid 
up and it is decided to declare a Bonus out of reserve fund, it may 
be utilized in payment of the final call on the existing .partly-paid 
shares instead of distributing bonus in cash and then again requiring 
the shareholders to pay cash towards the final call. 

Capital Reserve and How They are Utilised 

Capital Reserve signifies profits which are not available for revenue 
purposes or for distribution as dividends. Such profits arise from sale 
of fixed assets at a higher price than they stand at in the books, pre¬ 
miums on issue of shares or debentures, revaluation of assets, profits 
prior to incorporation, profit on re-issue of forfeited shares. Capital 
Reserve may be used to write off Capital losses or to write down 
unproductive expenditure, e.g. Preliminary Expenses. 

ILLUSTRATION 

The Popular Co., Ltd., was registered with a nominal capital of 
Rs. 4,00,000 divided into 2,000 6 per cent Preference Shares of Rs. 100 each 
and 2,000 Ordinary Shares of Rs. 100 each. Only 1,000 Preference Shares 
were issued which were fully ^aid up while all the Ordinary Shares were 
issued on which only Rs. 80 per share was paid. 

The Company having proved successful has built up a Reserve F\ind of 
Rs. 1,00,000. It was resolved to distribute a portion of the reserve fund 
by declaring a bonus dividend 

(a) of Rs. 25,000 payable to preference shareholders by issuing to them 
one fully paid preference share for every four shares held, and 

(b) of Rs. 40,000 to ordinary shareholders to meet the payment of the 
final call of Rs. 20 per share on 2,000 Ordinary Shares, thus making 
them fully paid up. 

Pass necessary entries to record the above transactions. 



297 


Company Orf^mzation and Secretarial Work 
JOURNAL ENTRIES | 


Reserve Fund Accouot ... ... 

To Bonus Dividend Account 
(Being transfer from Reserve Fund an amount 
sufficient for Bonus distribution as per 
Resolution passed on ...........) 

Dr. 

L.F. 

Rs. 

65,000 


Bonus Dividend Account ... 

To Preference Capital Account 
(Being the issue of 280 fully paid Preference 
Shares as per Resolution dated.) 

Dr. 


25,000 


Ordinary Shares Final Call Account 

To Ordinary Share Capital Account 
(Bain? the final call of Rs. 20 per share on 2,000 
Ordinary Shares made this day.) 

Dr. 


40,000 


Bonus Dividend Account 

To Ordinary Share Final Call Account 
(Being the appropriation of Bonus dividend 
towards payment of final call on 2,000 Ordinary 
Shares in accordance with the terms of 
Resolution passed this day.) 

Dr. 





Bonus Shanes Issued at a Premium 

In case of a successful company which has' not only paid large 
dividends year after year but has also been able to build up large 
reserve fund, out of profits, the market value of its existing shares is 
sure to appreciate and sometimes these shares are quoted in the market 
at so high a premium as to restrict to some extent the free market 
for those shares. For this reason also, apart from other financial con¬ 
siderations it may be deemed fit to capitalize a part of the reserve 
fund. When new Bonus Shares are issued, in form of dividend to 
the existing shareholders, they may be issued, under such circum¬ 
stances, at a premium. The “Premium on Issue of Bonus Shares" 
will of course, be treated as capitalized profits and may be subse¬ 
quently transferred to capital reserve fund. 

Advantages of Issue of Bonus Shares 

The cJjject of issuing Bonus Shares, by mcreasing the issued 
share capital of the Company is twofold, viz.— 

(i) to retain the profit within the business by capitalizing it 
instead of distributing it in form of cash dividend with a view to 
facilitate expansion of trade by employing such capitalized profit in 
the purchase of fixed assets, such as machinery, etc., in order to 
increase the profit-earning capacity of the company. 
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( 2 ) to lower the market- value of the shares to a reasonable level 
so as to make them free as well as attractive as an> investment, and 

(3) to provide a correct measure of profits- earned by the actual 
capital employed in the concern. Suppose the share capital is twenty 
lacs of rupees and in addition there is a large xeserve fund accumulated 
out of past profits, of which ten lacs are employed in addition for 
providing a new wing to the factory or mill, the actual capital employed 
is thirty lacs which frequently results in demands from labour unions 
in increase of wages on the basis of a wrong computation of a higher 
percentage of profits on the capital shown on the balance sheet of 
twenty lacs. The best remedy for this state of affairs, in practice, 
is an issue of shares of ten lacs among the present shareholders, thus 
reducing the reserve fund by ten lacs and increasing the figure of 
capital on the balance sheet by liie same amount. 

So far as the profits are retained in the business which can profit¬ 
ably employ them by purchase of additional capital equipment it 
needs, which in its turn is likely to result in proportionately increased 
profits in future years, the issue of Bonus Shares is a distinct advant¬ 
age both to the company and to the shareholders as the increased 
annual profit, through expansion of trade, would more or less preserve 
the same rate of dividend on the increased capital in subsequent years 
and each shareholder, with the bonus share added to his holding, 
would thus receive a larger amount as return on his investment. 

It may be added that in cases where by capitalization of profits 
by issue of increased capital, the earning capacity of the company is 
not likely to increase, it is an unwise policy to issue Bonus Shares 
because in such cases the cash resources are thereby locked up which 
may result in a lower percentage of dividend being paid. 

Watered Capital And the Resulting Disadvantages 

Indiscriminate issue of Bonus Shares resulting in increase of 
issued capital to an unjustifiable extent by capitalization of profits is 
called Watering the capital and the increase of capital so issued 
is known as ** Watered Capital". The effect of watered capital will 
be not only the lowering of the rate of dividend below the a\erage 
yield in that class of business and create consequent discontent among 
the shareholders. In addition the shares lose their attractiveness as 
an investment. In fact the issue of Bonus Shares resulting in watered 
capital defeat the very object and advantages for which Bonus Shares 
ate generally issued. 
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Over-Capitalization, resizlting in watering of capital* does not 
alwa}^ arise through issue of l^nas Shares. There are cases where 
the issued capital of a conqsany is in excess of the requirements of 
the business as measured by the earning capacity of its assets, ari^ng 
through the failure or incapacity of the company to emplay the whole 
of its capital for profit-earning purposes, the company is said to be 
over-capitalized and the capital is here also called watered capital. 
Such a state of affairs arise through— 

(a) an erroneous estimate as to the financial requirements of the 
comp)any when issuing and calling up capital, 

( 5 ) payment of inflated price for fixed assets or for goodwill of 
the business purchased which is not justified by their profit- 
earning capacity, 

(c) limitation of productive capacity of fixed assets and employ¬ 
ment of working capital resulting in large cash resources lying 
idle which the company cannot use profitably 

VALUATION OF SHARES 

It is sometimes necessary to find out the intrinsic value of a shara 
of a limited company, particularly when the shares are not quoted 
on the stock exchange, e.g. for the purpose of probate duty In case 
of private limited companies also Articles generally provide that on 
the death or expropriation of a shareholder he or his executor shall 
transfer the outgoing or deceased member’s shares to any other member 
of the company and if he is unable to do so within the time stipu¬ 
lated, the company may arrange for sale of his shares at a stipulated 
or reasonable value. When shares have to be valued for such or any 
other purpose the two usual basis of valuation are (i) the profit or 
interest yield basis, and (2) the net assets basis. 

Profit or Interest Yield Basis 

Under this procedure the following points will be first ascertained 
and taken into consideration for arriving at the intrinsic value of the 
company’s shares: — 

(1) the total number of shares issued and the paid-up value of 
each share ; 

(2) the accumulation of undistributed profits in shape of reserve 
fund, etc. ; 

(3) the average annual return which an investment m shares of 
a similar company should bring. 
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Generally the average annual profit of about three or five yearm 
hnmedtately prior to the year of assessment is first ascertained and 
this profit is capitalized on the basis of the expected interest yield of 
a similaf investment. To this capitalized profit are added the accu* 
mulated profits as shown in the Balance Sheet. The total amount 
thus arrived at is then divided by the number of shares covered by 
die issued capntal in order to arrive at the intrinsic value of each share* 

1LLV7STBAT10N 

The Balance Sheet of the Popular Co., Ltd., showed the following posi¬ 
tion on 5lSt December 1943: — 

BALANCE SHEET 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Authorised Capital:— 

2.000 Shares of Rs. 20 each ... 

40,000 

Goodwill ... 

Fixed Assets 

Floating Assets ... 

Cash 

6.000 

50.000 

21,000 

1.000 

Issued Capital:— 

2,000 Shares of Rs. 20 each, 
folly paid up 

Reserve Fund 

Sundry Creditors ... ...' 

Profit and Loss Account 

40.000 

5,000 

29.500 

2,500 

Rs. 

77,000 

Rs. 

77.000 


J 

. . - -- ^ 



The average annual profit of the Company for the past four years 
is Rs. 3,500. The company’s shares are not quoted in the market. 
An investor desires to value the 100 shares of the Company he is holding 
on the interest yield basis. He finds that his investment in the shares 
of the National Co., Ltd., a similar and equally progressive under¬ 
taking, gives him a return of 10 per cent per annum. Show how the 
investor will arrive at the value of his shares in the Popular Co., Ltd. 


The average annual profit of Ra. 3,500 
p.a. capitalize at 
Add Reserve Fund 
Add Undivided Profits ... 


Rs. 


on the basis of 10% return 


35.000 

5,000 

2,500 


Total value of 2,000 shares 
Value of 100 shares 


42,500 

2,125 


Value of one share 


21 - 4-0 
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Net Assets Basis 

Assuming that the Balance Sheet discloses the correct strength of 
*he company's financial position, the procedure for valuation of shares 
AOtild be to ascertain the net value bf the assets including the good¬ 
will and dividing it by the number of shares of the issued capital. 
The result will be the intrinsic value of each share. By Net assets " 
is meant the total fund which would be available to the shareholders 
after all possible claims against the company have been settled. 

The Balance Sheet generally will not include the valuation of 
goodwill. In such circiunstances some basis or method of goodwill 
valuation should be first arrived at, such as two to three years pur¬ 
chase of the average profits of the last four or five years. If the 
values of assets and liabilities as disclosed in the Balance Sheet are 
not correct, any depreciation or appreciation of the assets or any out¬ 
standing liabilities or income may have to be adjusted first in usual 
manner and the re-adjusted Balance Sheet prepared showing the 
correct position, before proceeding to valuation of shares. 

TXUSTRATION 

Taking the Balance Sheet given in the previous illustration of the 
Popular Co., Ltd,, it is required to find the intrinsic value of each share on 
the basis of the value of net assets for which purpose the goodwill of the 
company is to be valued at twice the average of last four years" profits. 
Show how the intrinsic value of the share can be arrived at 


Valuation of Shares 


Share Capital 

Reserve Fund 



Rs. 

40,000 

... 

... 

5,000 

Profit and Loss Account ... 

••• 

... 

2,500 

Add Appredation in value of goodwill 

... 

... 

2,000 

Value of 2,000 shares—Total Net Assets 

... 

... 

49,500 

Value of one share ... 

- 

... 

24-LW> 


Alternative Method 


Total Assets including goodwill Rs. 7,000 

LesM UabUities 

... 

—^ 

••• 

Rs. 

79.000 

29,500 

Value of 2,000 shares—Total Net Assets 

... 

... 

49.500 

Value of one share ... 

... 

... 

24-12-0 
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STATUTORY FORM OP 

Fobu 
(See Section 


Balance Sheet as at 


CAPITAL AND LIABILITIES 


Capital— 


Awthorised Capital.Shares ol Rs. 

each 

(Distinguishiog between the various classes 
of. Capital) 

Issued Capitals.•^.^^hares of Rs. 

each ... 

0) Shares issued as fully paid up pursuant to any 
contract without payments being received in 

cash.Shares of Rs...each 

(il) Shares issued for payments of in cash.. 

Shares of Rs. each 

Subscribed Capital.^........Shares of 

Rs. each 


per share. 


Amount called up at Rs. p4 

Less Calls unpaid— 

(i) due from Managing Agents ... 

(ii) due from others ... ... 

Add Forfeited Shares (amount paid up) 


Note.— Where circumstances permit issued and 
subscribed capital and amount called up may be 
shown as one item e.g.. 

Issued and Subscribed Capital Shares of 

Rs. eacb» Rs. paid up 

Reserves 

Debentures stating nature of security 

Any Sinking Fund 

Any other fund created out of net profits, 
including any development fund 

Any Pension or Insurance Fund 

Provision for Bad and Doubtful Debts ... 
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toon STOCK COMPANY’S BALANCE SHEITP 

F 

133) 

. LIMITED 

.. 19 


PROPERTY AND ASSETS 

Rs. 

a. 

p* 

Rs. 

a. 


Fixed Capital Expenditure— 




... 



(Distinguishing as far as possible between expendi* 
ture upon goodwill, land, buildings, lease-holds* 
railway sidings, plant, machinery, furniture, 
development of property, patents, trade marks 
and designs, intereat paid out of Capital during 
construction, etc., and stating in every case the 
original cost and the additions thereto and 
deductions therefrom during the year, and the 
total Depreciation written off under each head. 
Where sums have been written off on a reduction 
of capital or a revaluation of assets every balance 
sheet after the nrst balance sheet subsequent to 
the reduction or revaluation shall show the reduced 
figures, with the date and the amount of the 
reduction made.) 







Preliminary Expenses 




u . 

• •• 

••• 

Commission or Brokerage 




••• 

• •• 

••• 

(Commission or Brokerage paid for underwriting 
or placing or subecribing shares or debentures 
until written off.) 






I 

Discount Allowed on the issue of shares or so 
much as has not been written off at the date of the 
balance sheet ••• 







Stores and Spare Parts 





• •• 

... 

Loose Tools 




eee 

• ea 

i 

... 

Live Stock and Vehicles 







Stock-in-trade 





... 

... 

(Stating mode of valuation» e.g. cost of market 
value.) ••• ••• ••• ••• ••• 







Bills op Exchange ... 


l=s 


... 

... 

.M 
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STATUTORY FORM OF 


CAPITAL AND LIABILITIES 

Rs. 

a. 

P* 

Rs. 

a. 

P- 

Loans— 

(fl) Secured— 

(i) loans on mortgages of fixed assets ... 

(ii) loans on debentures 

(iii) loans from banks, stating the nature of 
security 

(iv) liabilities to Subsidiary companies .. 

(v) other secured loans, stating the nature of 
security 

(vi) interest accrued on mortgages# debentures ^ 
or other secured loans ... 

... 

... 

... 




(d) Unsecured— 

(i) loans from banks 
(li) fixed deposits 

(iii) short term loans 

(iv) advances by directors or managers and 
managing agents 

(v) interest accruing but not due and Interest 
accrued and due 

(vi) liabilities to subsidiary companies ... 

... 

... 

... 




Unclaimed Dividends ... 




••• 

... 


Liabilities,— 

For Goods supplied ... 

For Expenses 

For Acceptances 

For Other Finance 

... 

... 

... 




Advance Payments and Unexpired Discounts 
(F or the portion for which value has still to be 
given, e g. in the case of the following classes of 
companies— 

Newspaper, Fire Insurance, Theatre, Club, Banking, 
Steamship Companies, etc.) 

Profit and Loss 







Contingent Liabilities— 




m 

1 

... 



■ 

■mmi: 

■ 

r* 

Claims against the company not acknowledged as 
debts 

Money for which the company is contingently liable 
(Showing separately the anoount of any guarantees 
given by the company on behalf of directors or 
officers of the ccropany) 

Arrears of Cumulative Preference Dividends 

... 

i 

1 

1 




The information required to be given under any of the items or sub- 
fumished in a separate Schedule or Schedules to be attadied to and to 
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JOINT STOCK COMPANY’S BALANCE SHEET—Ctmtd. 


PROPERTY AND ASSETS 

Book Debts 

(Distinguishing between those considered good and 
in respect of which the company is fully secured 
and those considered good for which the company 
holds security other than the debtor's personal 
security, and distinguishing between debts con¬ 
sidered good and debts considered doubtful or 
bad. Debts due by directors or other officers of 
the company or any of them either severally or 
jointly with any other persons to be separately 
stated). 

Advances— 

(Recoverable in cash or in kind or for value to be 
received e.g., Rates, Taxes, Insurance, etc., showing 
separately— 

(i) loans given to subsidiary companies ... 

(ii) loans including temporary advances made 
at any time during the year to directors or 
managers of the compan^^) 

ifATESTMENTS— 


Rs. 


(Showing nature cf investments and mode of 
valuation, e.g. Cost of Market value and distin¬ 
guishing— 

(i) investments in Government or trust 
securities 

(ii) investments in shares, debentures, or bonds 
(showing separately shares fully paid up and 
partly paid up)... 

(iii) investments in shares, debentures or bonds of 
subsidiary companies 

(iv) immovable propertied 


Interest Accrued on Investments 
Cash and other Balances-^ 

Amount in hand 

Balances with Agents and Bankers (in detail showing 
whether on deposit or current account, etc.) 

Profit and Loss 



items in this Form if not included in the Balance Sheet itself shall bt 
form part of the Balance Sheet 
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The intrinsic value of shares, however, depends upon so man^ 
circumstances and varying influences that the true vaJoation can only 
be ascertained in case all the relevant items appl)mg to the case are 
known such as, (i) the nature and extent of secret reserves, if any, 
(2) the true or inflated value of assets in the Balance Sheet, (3) out* 
standing liabilities, if any, not included in accounts, (4) arrears ol 
dividends on cumulative preference shares, if any, (5) steady or fluc¬ 
tuating return of profits annually, (6) the amount of reserve fund 
necessary to maintain the financial ^rength of the company, (7) the 
nature of security afforded by the assets or any other market consi¬ 
derations that may affect the company*s future earning capacity. 

PUBLIC MEETINGS 

Public meetings, as distinguished from joint stock company 
meetings, or meetings-of public bodies such as the municipal corpora¬ 
tion or public boards, are generally governed by the principles of 
common law, which may be defined as customary rules of procedure 
which have received the approval and sanction of the Judges. 

According to common law at least two must meet to constitute 2 
meeting. The usual method of voting at common law is by show ol 
hands. Voting by proxy came in later, through special regulations ol 
the bodies concerned and even to this day there is no common law 
right to vote by proxy. These votes by a show of hands were to be 
counted by the chairman ; and at common law he has a right to declare 
the result. 

In case of large meetings the calculation of votes may entail error 
in calculation. In such cases the right to demand a poll, or 
recounting, gradually came into shape. Now, at common law, the 
chairman’s declaration of the result is firima facie evidence as to the 
decision of the meeting. If that declaration has to be chadlenged it 
must be done immediately, by demanding a poll. When a poll is 
demanded at common law in public meeting, the usual practice is for 
the chairman to ask those present to create a division, one party going 
to the right and the other to the left, so that the “ Ayes " and “ Noes ** 
may be most conveniently counted. In the House of Commons this 
practice is followed by one party remaining in the House and the 
other going out into the lobby. 

From the earliest date it was found necessary that where a large 
number of persons meet, there must be some one to regulate the pro 



Company OrgauiiKition and Secretarial Work 307 

oeedings. Thus arose the necessity of appointing the chairman Here* 
in public meetings, the meeting itself selects its chairman and, so to 
say, attorn to him the whole power of regulating them, thereby volun¬ 
tarily placing themselves under his discipline and jurisdiction for the 
time being. 


The Chairman 

As we have already noticed that in case of publ^; meeUngs, the 
chairman has to be elected at the meeting, A pubhc meeting is fre¬ 
quently advertised with the name bf a particular person as its chairman. 
Here there is nothing to prevent some other person being proposed 
at the meeting: in which case voting by those present would decide 
as to which of the rival candidates should take the Chair. 

Private or Public Place 

Meetings are expected to be held in private places, i.e. in halls, 
houses, or private compounds, but there is no right to hold one in 
a public place, such as a street, where the public are likely to be 
obstructed. If, however, the meeftings are lawful, and are held in 
public or private places where no public obstruction or nuisance or 
breach of peace is likely to occur, no offence is created. Every citizen, 
in law, has a right of free speech so long as he does not utter treason, 
libel, or blasphemy, and does not use abusive language. 

What Is An Unlawful Meeting ? 

A meeting is unlawful when it is held for an unlawful purpose 
and if the authority apprehend a breach of peace they have a right 
to ask those assembled to disperse. The moment the assembly 
declines to disperse, when called upon to do so, by a magistrate or 
other person authorised by law, they become an unlawful assembly. 
An unlawful assembly can be dispersed by force if necessaiy, and 
every lawful citizen is bound to assist the authorities in this work. 

In case twelve or more people assemble and become, in the opi¬ 
nion of the authorities rioters, a magistrate will read out to them the 
Riot Act, and ask them to disperse. Those who do not disperse 
within one hour after this may be arrested, and will be guilty of felony. 
If the magistrate considers it necessary, he may give orders, in such 
a case, to open fire on the rioters. 

The magistrate may, where necessary, call for the military, by 
summoning their assistance. A soldier is also a citizen at common 
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law, the only difference is that he is armed, and, when called upon 
by proper authorities, it is his duty to assist, and to refuse such 
assistance is a misdemeanour. The order to fire may in extreme cases 
be given, even before the expiry of one hour, in order to prevent 
breach of peace, destruction of property, or life. The only consi¬ 
deration is, that in so opening fire, care should be taken to see that 
no more force is used, or no more harm is done, than is absolutely 
necessary. 


Lawful Meetings 

We have seen thus far that there is not the least objection in law 
to a meeting being held for a lawful purpose, without inconvenience 
or obstruction to the general public, where the speakers may express 
their views in a lawful manner. These lawful meetings may either 
be (i) those called in pursuance of a legal duty, such as those of 
municipal corporations, borough councils, local boards, etc., under 
powers given to them by their own acts, or statutes, and (2) those 
held for private purposes, such as political meetings, religious meetings, 
etc. 

In the first case, the members of these bodies have a right to be 
present at these meetings, for which they must be given proper notice: 
and even if they make defamatory statements in connection with this 
meeting against anybody, they would not be liable, provided they 
acted bona fide without malice. 

In the case of a public meeting, however, which is usually adver¬ 
tised, no member of the public is in duty bound to attend, neither has 
he the legal right to attend, and, therefore, if the conveners object 
to his meeting he must withdraw. Here defamatory statements, if 
made, are not privileged. It is further laid down, that even if gate 
money was charged for admittance, and the party concerned was 
asked to withdraw, he cannot refuse to do so until his money is refunded. 
He should first withdraw and then take legal action in connectian 
with the refund of money, or on any other grotmd open to him^ 



CHAPTER X 


INDUSTRIAL ORGANIZATION AND 
LABOUR EFFICIENCY 

The Location of an Industry 

The location of an industry just as location of a business or a shop 
is of considerable importance. In certain cases such as those of coal, iron, 
or gold mines, there is no choice as to location as far as the working 
of the mines itself and extraction of the ore or coal are concerned. Thus 
in case of our famous Tata Iron & Steel Co. Ltd., they had to build 
Jamshedpur in the heart of what at one time was a jungle, cany and 
lay out machinery, build quarters for workmen as well as superior officers, 
etc., and even the labour had to be drawn from distant places. In 
case of other industries where the raw material could be easily tran¬ 
sported, the location may be selected at a place where transport is easy , 
labou r is cheap, plentif ul, intelligent and highly skilful a i ^ where tbo 
supply is iScetyrtoIflow in regulari^ In fact in many industries this 
factor of highly skilled labour being obtainable at the location has 
influenced the selection of location. 

In case of other industries, the accessibility of power has been an 
important factor in influencing the selection of location. The advent 
of electric power, however, has revolutionised this position due to the 
ease with which it could be supplied at long distances from the centre of 
production. The question of transport to and from the location of 
manufactured articles is also arPimportant factor in view of the 
fact that cheap and easy transport of raw materials to the location and 
the facility for transport from the location of manufactured materials 
to various markets is also a factor of considerable importance. 

The other factor which also plays an important part in the selection 
of location is the facility o f j;ettmg read y and easy financ e particulaily 
in case of industries which require a very large capital outlay in the 
form of fixed and circulating capital. The proximity of the markets 
is another important factor. The nature of the Government and poli¬ 
tical influences also are iiffiuences not to be ignored. Here the Gov¬ 
ernment may be anxious for reasons of its own, to encourage an industiy 
either with concessions or with import duties and tariffs against foreign 
competitioDS. Subsidies may also be given for some length of time 
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to the manufacturers during the early period of building up of the 
industry and in some cases the import itself from foreign coun¬ 
tries may be prohibited altogether with a view to enable firm establish¬ 
ment of the industries on solid lines which-in the opinion of the Govern¬ 
ment of the country are of vital importance to the nation. In some 
cases even the minimum selling price, may be guaranteed by the 
’jovemment concerned. 

General Observations re: Importance of 
Labour Efficiency 

In these days of keen industrial rivalry between civilized nations, 
organizationt.of industries, from the stand-point of labour efficiency, 
on a scientific basis, forms the most important factor. In Europe and 
America this branch of organization has been engaging the mos! 
anxious attention of the State, the employers, as well as workmen, 
for years. The efficiency of labour should not only claim great atten¬ 
tion owing to its potent influence on the progress and prosperity of 
the industries concerned, but it should appeal to all patriotic Indians 
conducing as it does, to the well-being and happiness of the toiling 
masses. It is a question of too great a national importance to be 
allowed to rest at the mercy of amateur labour leaders. In the present 
state of Indian labour, one cannot expect it to tcike the initiative through 
leaders drawn out of its ranks, and insist on better treatment. At the 
$ame time, over-anxious sentimentalists from outside have done more 
harm than good. Besides, men who are encouraged to ask for a rise 
ip wages merely for the pleasure of getting it, and who are not in a 
position sufficiently to appreciate the fact that higher wages can only 
be demanded in return for an adequately higher or superior production, 
are not likely to do much good either to themselves or to the industries 
concerned. The evolution must be gradual, and for that purpose the 
lessons taught by the individual history of Europe may be studied with 
advantage. The preliminary steps have to be taken by the employers 
and the legislators, until by gradual progress from stage to stage, 
labour is brought to a level from whence it can be relied upon to look 
after its own interests. The patriarchal order of things must exist here 
for the present, as it did in Europe at the early‘stage of its industrial 
history, till labour gradually grows in strength, improves in education 
and learns to appreciate the fact that its own interests and that of the 
industries concerned are identical, and takes upon itself the work of 
providing its own welfare institutions in return for an adequate and 
equitable rise in wages. In short, the maxim of our modem Indus- 
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trialist should be We must make men as well as money/' With such 
men on the highest level of efficiency, '' scientific management'' can 
be made to co-operate to the great advantage of both labour and the 
industry concerned. Scientific management in the words of 
Mr. P. W. Taylor, of America, who is the acknowledged pioneer of this 
idea, involves in its essence a complete mgntal revolution on thej 
part of the workmen engaged in any particular establishment or industry j 
—a complete mental revolution on the part of these men as to their 
duties towards their work, towards their fellow-men,. and towards their 
employers. And it involves the equally complete mental revolution on 
the part of those on the management's side—^the foreman, the superin¬ 
tendent, the owner of the business, the board of directors—a complete 
mental revolution on their part as to their duties towards their fellow 
workers in the management, towards their fellow workmen, and towards 
all of their daily problems. And without this complete mental revo¬ 
lution on both sides scientific management does not exist. This much 
desired revolution must be attained through gradual stages of evolution 
in order to prove to be enduring. 

This revolution constitutes, in both the employer and the employed,' 
appreciation of the fact that progress and prosperity of the industry in 
which they are engaged should be the desire of both, their interests 
being identical; that in the gains and profits made, the labourer ar* 
well as the capitalist should have a fair share ; that the well-being of 
the workmen is as much to the interests of the capitalist as of labour ; 
that a healthy, intelligent, well-trained, self-respecting type of Vv^orkman 
is a great advantage to the industr}^ in general ; that a rise in wage can 
only be allowed if it brings about a rise in production ; that in order to 
induce workmen to put forth their best efforts, the payment of wages 
should be so arranged as to afford a sufficient incentive in that direction ; 
and that a general rise in the standard of living among workmen stimu¬ 
lates, if proper]}^ tackled, the incentive to earn more by improving 
production. 

In short, according to Mr. Taylor, the idea is to arrive at a stage 
when the maximum prosperity both of the employer and the 
employee could be tFe "resulE uiis can be done by encouraging each 
individual worker to attain the height of efficiency to which his natural 
powers would make it possible for him to achieve. Each man and 
each machine, therefore, should be made to-put forward the largest 
possible output, without, of course, impairing its efficiency through 
overwork or overstrain. The scientific management aims at bring^g 
about that result. 
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IMPORTANCE OF WORKING ENVIRONMENI 

It is now realised and acknowledged on all hands that the efficiuncy 
of an industrial operative is largely influenced by the elivironmedimi 
.which he is made to work. In early days a factory used to be fixed up 
anywhere, in any old dilapidated building, stable, warehouse, etc., 
without the slightest idea as to whether the environments were perfect, 
or even suitable from the standpoint of efficiency. In modern times, 
factories and mills are worked on premises specially built for the purpose, 
where the scientific requirements of environment and efficiency are 
carefully attended to and answered. 

Adequate Illumination 

The first and the most important consideration here will be to see 
that the illumination, or fight, in the factory is proper and adequate. 
A large number of accidents occur through neglecting this elementary 
precaution ; and in addition, an amount of raw material is wasted by 
the operative due to his being made to work in insufficient light. A 
workman who has to work under inadequate lighting arrangements has 
also to unduly strain his eyes and gets fatigued more quickly than he 
would otherwise, with the result that the quality and quantity of his 
production gradually degenerates as the day progresses and ultimately 
the operative suffers from permanent physical disability. The intensity 
of illumination has also to be controlled, because it has been found on 
scientific experiments that t^p much light is as degenerating as too little 
light. In India, fortunately, we have fifll sunlight during most part of the 
day and hence the necessary light in an open and well ventilated build¬ 
ing is more easy to secure. In European countries where the climatic 
changes during the day are frequent, artificial ligjiting has to be largely 
resorted to, even during day work. In case of overhead lighting, care 
should be taken that the biraiers are kept clean, so that full advantage 
of the light may be taken. Tffie walls of the building should be fre¬ 
quently white-washed as unpainted, or dark walls and black machinery 
are known to absorb mudi of the good effects of light. The light should 
also be scientificaTlv distributed, so that every operative gets his full 
$hare of same, and is not obstructed in his work, either by the light 
falling on his eyes or being obstructed by any other operative or 
machinery. 

Pipper VentSkii^ci 

The next item of importance is proper ventilation, particularly in 
warm climates^ as this is one of the most important fsictois affecting 
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efficiency. One can well imagine, on a warm day, a crowd of operatives 
working in discomfort in a factory-room for want of proper and efficient 
ventilation. The result is not only discomfort, but early and easy 
fatigue, and deterioration of work. By ventilation is meant not only 
the running of fans or air-conditioning, but a scientific arrangement by 
which fresh air is continuously introduced into the closed rooms, with 
a view to supply the operative with sufficient quantity of oxygen so 
essential to maintain his strength and efficiency. Working of electric 
fans in an othcTwise closed room, does not meet the need: but what is 
wanted,' is admission of fresh air. It has been established on scientific! 
experimentation that mental efficiency improves or degenerates through | 
the supply of fresh air, or want of it, in a room occupied by operatives. [ 

Influence of Climate, Noise and Music 

The two other factors which will also affect efficiency and the work¬ 
ing environment are climate and noise. The climate of a country largely 
influences production, particularly in case of certain industries ; and thus, 
it is best to locate a factory where the climate is likely to be most 
favourable for production. On the same principle, noise is another 
factor which affects efficiency of the operative. It is contended” by 
some that the operative gets accustomed to noise, and after he has done 
so the noise may not have a serious effect on his production 

With reference to music, it is not clear as to what degree it affects 
industrial efficiency ; though it is quite common knowledge that martial 
music encourages both the crowd and the army concerned to action ; 
and many operatives feel that if they had music or singing during their 
work, they would produce better work with less fatigue. It is said 
that the effect of music is to put the worker in a more pleasant state of 
mind, though the answer to this problem is not yet scientifically 
3stablished. 

FACTORS INFLUENCING LABOUR EFFICIENCY 

We shall now proceed to discuss the principal factors which when 
properly organized and directed go a long way to add to the ability 
of a nation to compete with its rivals in the industrial markets of the 
world, of course after making all due allowance for the most potent 
element, viz. the national temperament in each individual case. The 
main heading under which these are generally classed are: — 

^i) Protection of Child and Female Labour, 

(2) Conditions under which the work is carried on. 
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^ (3) Machinery in use. 

(4) Working hours, 

(5) Methods of remuneration, 

(6) Housing, 

(7) Physique of labourers, 

(8) Labour Organizations, 

(9) Education and training. 

CHILD A)>ID FEMALE LABOUR 

Under our present day factory system thousands of men, women, 
and children are made to work from early morning to late in the evening, 
in a block of buildings full of disagreeable odours, noise and bustle— 
a factor which threatens to impair the national health if not carefully 
watched with a view to counteract or prevent the evils arising from 
this state of affairs. The result of fatigue through overwork is bound 
to react in the long run, and particularly in case of women and children 
it is likely to result in even greater injury to the efficiency.of labour 
in the near future. Health of female operatives—mothers of future 
generation of work people—and that of children whp were expected to 
grow up and supply the adult labour must be our first care. 

At this stage it may be stated that the law relating to labour in 
factories was consolidated by the Factories Act of 1934, which was 
further amended by Act XI of 1935. This Act was originally passed as 
the Factory Act, in the year 1911, and since amended. The object of 
this Act is to protect workers of various ages and both sexes, employed 
in factories, by laying down regulations which would ensure their health 
and safety. 

With regard to women and children, this Act lays down thaf a 
child, under the Act, means a person who is under the age of fifteen 
years. The Act prohibits presence of children in any factory, or any 
part thereof, vyhere, in the opinion of the inspector, their presence 
involves danger or injury to the health of such children. It also 
provides that women or children shall not be allowed to clean any 
part of the mill gearing or machinery of a factory while same is in 
motion, or to work between fixed and traversing parts of any self¬ 
acting machine while such machine is in motion. Women and children 
are also not to be employed in any part of the factory used for pressing 
cotton in which a cotton-opener is in a room separated from the ddi- 
ve7y-end by a partition extending from the floor to the roof (or to such 
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height as the inspector may, in any particular case, specify), women 
and children may be employed in the room in which the feed-end is 
situated. 

A further provision in this regard is, that no child is to be employed 
in any factory who does not possess a certificate to the effect that he is 
not less than twelve years of age. and is fit for employment in a factory. 
No child, again, is to be employed before six in the morning, or after 
seven in the evening ; and shall not work for more than five hours in 
any one day. 


Control over Hours of Employment 

Generally speaking, for all employees the provision is that no 
person shall be employed in a factory for more than fifty-four hours 
in any weeks or if the factory is a seasonal one, for more than sixty 
hours in one week, or more than ten hours in any one day. The other 
rule which applies to all classes of workmen is, that no workman is to 
be employed on a Sunday unless he has had, or is going to have, a 
holiday or a whole day on one of the three days immediately preceding 
or succeeding Sunday ; and the manager has, previous to Sunday or 
substituted day, whichever is earlier, given notice of his intention to 
do so to the inspector, and displayed a notice to that effect in the 
factory. 

The rules with regard to these hours have been very strictly con¬ 
strued in English Law Courts, where in one case, viz., a boy who 
cleaned machinery for his own amusement during mill times, was held to 
be working. Further, it is provided that the manager should see that 
no person is employed in his factory whom he knows, or has reason 
to believe to have already been employed on the same day in any 
other factory. * 


FACTORY CONDITIONS AND THE 
FACTORY ACT 

We have dealt with the importance of a specially scientifically 
built factory building under the heading of " Working Environment 
and hence we shall not deal with that aspect of the question here. 
However, it may be stated that under our Indian Factories Act of 
1934 ^ '' factory '' is defined as follows: — 

Factory means any premises including the precincts thereof 
whereon twenty or more workers are working, or were working on any 
day of the pr^eding twelve months, and in any part of which a 
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manufacturing process is being carried on with the aid of power, or is. 
ordinarily so carried on, but does not include a mine subject to the 
operation of the Indian Mines Act, 1923/' 

The words manufacturing process as used in the above defi¬ 
nition mean any process: 

(i) for making, altering, repairing, ornamenting, finishing or 
packing, or otherwise treating any article or substance with 
a view to its use, sale, transport, delivery or disposal, or 
(h) for pumping oil, water or sewage, or 
(m*) for generating, transforming or transmitting power. 

Besides this, in connection with health and safety the Act lays down that 
the factory should be (i) kept clean and free from effluvia arising from 
any drain, privy or other nuisance, (2) that it shall be ventilated in 
such a manner as may be prescribed, (3) that adequate measures shall 
be taken to render harmless, as far as practicable, any gas, vapours, 
dust or other impurities generated in course of work carried on therein, 
that may be injurious to health, (4) that the atmosphere shall not be 
rendered so humid by artificial means as to be injurious to the health 
of the persons employed therein. 

In connection with above, the law provides that in case of factories 
where the process involves creation of dust or other impurities, which 
when inhaled by the workers are injurious to their health, the inspector 
may, if he thinks that this inhalation could to a great extent be prevented 
by the use of a fan or other mechanical means, get same done by 
serving a notice in writing on the manager of the factory. 

There are similar provisions laying down that the factory shall be 
sufficiently lighted, that water used for humidifying should be pure, 
and in order to ensure that a public supply of drinking water, or some 
other source of water ordinarily used as drinking water shall be used 
for the purpose. Water from any other source shall be effectively puri¬ 
fied before it is used. Proper sanitary arrangements such as suitable 
latrine accommodation, as well as, when the local government requires, 
separate urinal accommodation for the employees, have to be provided, 
and drinking water has to be maintained in sufficient quantity for use 
of employees. The doors have to be constructed so as to open out¬ 
wards, and proper fire escapes have to be maintained. 

In connection with fencing of machines, the Act provides that they, 
should be properly fenced so that safety of the workmen employed in 
the factory, and near dangerous types of machinery, is assured as far 
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as could be. The inspectors have to see thac this fencing must be 
constantly maintained in an efScient state. It has been held in one 
case that this obligation for fencmg is absolute, and applies to every hoist 
or teagle, whether connected with mechanical power or not. It is not 
suffiaent that this fencmg is done in a maimer usual in the best fac¬ 
tories of the district, but it must be fenced according to the best method 
known at the time, so as to be equally sate whichever way tibe machi¬ 
nery IS worked. The trend of all English decisions clearly indicate 
that the Courts have taken the requirements of the Act as to fencing 
very seriously, and have persisted m emphasising that there should 
be no possible concession m this direction. 

Modem factory buildings provide conveniences and comforts of 
various description, such as washing and tiffin rooms, restaurants, etc. 
m order to facilitate the workmen making the most of their hours of 
recreation, and thus helping them to get refreshed in order to be able 
to cany on their work with renewed strength and greater dexterity. 
Great care is also taken to fit the machinery with proper guards, with 
a view to m i n i m ise danger to life and limbs of the employees. Fire¬ 
proof buildings, as far as possible, are provided for, and adequate fire 
amts are attached to such establishments. Artificial illumination is 
adequately provided for in order to make up for dim light during cer¬ 
tain seasons, e.g. during the monsoons in India and fogs and rains 
in Europe and America, and also for night work when factories are 
working double shifts. At the same time, arrangements are made to 
avoid excessive light or sunlight glare from interfering with the work 
in the factory. The workmen are also given instmetion in fire-drill 
enable them to effectively use the fire-extinguishing apparatus and. 
render immediate efficient assistance in case of an outbreak of fire. 

EFFECTS OF MACHINES AND IMPLEMENTS 
ON EFFICIENCY 

It hardly requires mention that machinery in use in a factory 
influences its efbciency in a large measure. The latest improvements 
in m ac hin es should be taken advantage of, and constant repairs and 
replacements of'worn-out parts should be "attended to. 

In the case of machinery, the other factor conducing to efficiency 
of production is the pace at which they are worked. If machinery is 
worked at a faster pace it would no doubt result in larger production 
to a rartain limit without impairing quality of production ; but beyond 
that limit the production can only be secured at a sacrifice in quality. 
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and perhaps also at a proportionate increase in loss through wear and 
tear, as well as increased working expense on machines run under 
such high pressure. 

INFLUENCE OF HOURS OF WORK AND FATIGUE 
ON PRODUCTION 

“ Fatigue ” and its After Effects 

Labour, which after all is exertion of human physical and mental 
powers, can be applied daily for a certain period without loss of effi^ 
ciency, either in the physique of the labourer, or in the quality and 
quantity per hour of production. If more work per day is enforced 
than an average human frame can bear, the immediate result is dete¬ 
rioration both in quality and quantity of production during the latter 
part of the day, as compared to the former. This if persisted in, 
the sum total results in the gradual wearing out of the human frame 
itself, with consequent general deterioration of efficiency ultimately 
resulting in collapse and eventual halt to all activity. Moderate fatigue 
;is essential, not only in the interest of industries but also in the interest 
of the workmen themselves^ What is objected to is overstrain. This 
question is particularly met by legislation, in all modern industrial 
countries, through limiting of hours of work. The limiting of hours in 
itself has presented considerable difficulties. The actual number of 
hours per day for which a workman can be efficiently employed in 
a particular industry, and under particular climatic conditions, is a 
moot question. The point on which one might expect a general agree¬ 
ment is, that the hours of work may be either too long or too short 
from an efficiency stand-point. In case the hours are too long, effi¬ 
ciency is impaired through fatigue. Where overstrain is persisted in, 
it has resulted in a gradual reduction of production day day, even 
though the number of working hours were uniformly maintained. The 
recovery from excessive fatigue would necessarily be slow, and if such 
effort is persisted in, pennanent injury to efficiency would be the 
result, without any substantial advantage arising through overwork, 
in short, the essential condition to continued efficiency is an ^ appro¬ 
priate interval of rest for recuperation. Lord Leverhulme, in one of 
his addresses collected in a book entitled The Six Hour Day, quotes a 
passage from the report of Dr. Vernon on the health of munition 
workers of England during the last war, in course of one of his lec¬ 
tures. This is quoted with a view to demonstrate that experience has 
shown that up to a certain extent " working shorter hours with lessened 
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fatigue does not reduce output, but generally, and with very few 
exceptions, tends to increase output.'* Here the learned Doctor is 
quoted as stating that from experiments spread over thirteen and a 
half months upon the output of workers making fuses, a reduction of 
working hours was associated with an increase of production, both 
relative and absolute. Hours of work were changed first from a twelve 
hour day to a ten hour and Sunday work was abolished. A group ct 
women making aluminium fuse bodies provided the following results:— 
A twelve hour nominal day, after deducting lost time, making elevea 
hours net, yielded loo articles, say per hour, and loo totals, say per 
week. A ten hour nominal day, after deducting lost time, making nine 
hours net, yielded 134 articles per hour and in totals per week, A 
nominal eight and a half hour day, after deducting lost time, making 
a seven and half hour day net, 3delded 158 articles per hour and 
109 totals per week, thus proving that an eight and a half hour work¬ 
ing day, or 52 hours week, yielded more in products, both per hour 
and per week, than a twelve hour day or 72 hour week, calculated 
either per hour or per week." 

This, and other similar experiments, have proved that human body 
is so made that if overworked, the quantity and quality of work 
gradually declines, whereas if worked up to its normal limit, not only 
are the quality and quantity maintained but considerably improved. 
The difficulty of arriving at a standard day, made up of a fixed number 
of hours for each class of industry, is no doubt great, and is not 
lessened by the fact that a less efficient workman employed in the same 
class of work puts in greater exertion during the same period as com-, 
pared to his more competent colleague. Prof. Edward D. Jones quotes 
m his book entitled The Administration of Industrial Enterprises, a 
statement as coming from a woollen manufacturer, viz. that, " The 
good weaver never seems to be doing anything ; the poor weaver 
always appears to be hard at work. The good weaver is quietly oa 
the alert for things to happen ; the poor weaver is always fussing around 
to catch up things after they happen ; consequently the good weaver 
not only produces more work but better work than the poor one. It 
is not a question of quick motions. One of the best weavers we have, 
is a man of very slow, almost sluggish motions. One of the poorest 
ones we ever had, was a nervous, quick-motioned man. The first 
made every move count; the second made three unnecessary moves 
to one that was useful. We believe that the same types will be found 
eveiyvhere, in any line of work." To this, add the fact that too mudi 
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leisure wlU lead to almost the same rpsult, i.e. loss of efBcimcy. If, 
for example, a working day is too short, the production will be small 
and the want of practice may impair the quality of production. The 
object aimed at is to stop exertion at that particular point where it is 
likely to result in overstrain. The following sentence out of Professor 
Jones' book, from which we quoted above, explains what overstrain 
actually means. “ Passing beyond that reasonable fatigue which acts 
as a moral and physical therapeutic agency, it must be recognised that 
there is a point in labour where the exertion becomes too costly for 
the results achieved—too costly for the worker, too costly for the 
employer, too costly for society. This may be called the point of 
overstrain." The learned Professor further adds that " Remembering 
that it is uneconomic to sacrifice a greater good for a lesser one, it 
must be a rule of economics that labour should cease at the point 
where society begins to suffer a greater loss through the breakdown of 
the labourer than the gain resulting from the product of his exertion." 

To summarise the position: what every industrialist should 
remember, is, that there are possibilities of economy by arranging to 
introduce pauses between work, so as to counteract the progress of 
fatigue by preventing the accumulation of same to a degree when the 
operative is too exhausted to produce his usual quality of work. 
Instead of the men being compelled to slow down on their own, through 
fatigue, the idea should be to permit them pauses, so that they may 
continue to work with their speed and efficiency throughout the number 
of hours assigned to them during a shift. It is the usual practice in 
mills and factories where men are worked for long hours, that the 
operative himself, under one excuse or another, takes a pause, or loiters, 
in order to get over his fatigue ; and thus it is wiser to allow him a 
fixed interval, scientifically arranged, instead, of this irregular pause. 
The rest pause may be fixed by a careful study of the course of pro¬ 
duction, and here no general rule can be laid down. ' It is stated that 
it is better to have a longer day, and give a rest pause in the interval, 
rather than shortening the day itself. The duration of the pause should 
also be such as would relieve the operative of his fatigue. 

Effect of Monotony on Fadgne 

The other factor which the factory system, with its complicated 
sub-division of labour, has introduced, is monotony of work which 
bores and tires out the workmen, and thereby leads to a quicker fatigue. 
In the opinion of some phychologists this monotony leads to mental 
starvation, and takes joy out of a person's work. This expression has# 
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of course^ its limitation in view of the fact that there are a large number 
of operatives who cannot undertake the burden of original thought, and 
prefer a monotonous job. It is many times emphasised that in order 
to alleviate monotony, the work should be made as far as possible 
interesting to the operative, by giving him a sort of education as to 
the source of material, the processes through which they pass and 
ultimately come out as finished articles. The other suggestion is that 
the workman should be encouraged to occupy his leisure hours in some 
interesting pursuits, so that he may be able, by the working of mind 
and action, to get over the after-effects of monotony. In some indus¬ 
tries it is possible to shift the workman from one machine to another ; 
which may also, to a certain extent, serve as a remedy against the 
effect of monotony. 

Working Hours in Europe, America and India 

In England, eight hours a day is claimed by some as sufficiently 
long ; and many employers have admitted that this '' eight hour 
shift has proved very advantageous. Of course, much will depend 
on the energy and conscientious effort put forth by the workmen in 
their work. Leaders of industry, of the standing of late Lord Lever- 
hulme, have been advocating the introduction of a six hour day, in 
common with labour leaders. It is easy to understand that a work¬ 
man working for eight hours a day may produce as much quantity 
and quality of work as some other who is made to work for twelve 
hours. The difference may be due, either to inherent superiority of 
the former, or to greater energy put forth by him. It is, therefore, 
clear, that in organizing industrial concerns, besides regulating the 
number of hours of work, steps should be taken to see that workmen 
are encouraged to put into their work as much energy as possible 
without actually overworking them. The increased efficiency thus 
secured will enable short days to be introduced without loss or incon¬ 
venience. In the example of munition workers quoted above the 
employees were, owing to patriotic reasons, as anxious as the employers 
to put forth their best efforts, and thus, in spite of reduction of hours, 
the output was increased. Without incentive of one type or other the 
result would perhaps have been different. In India, the Factory Act, 
as we have seen, lays down a limit of 54 hours in any week ; or if 
the factory is a seasonal one, not more than 60 hours in one week, 
or more than 10 hours in any one day. This reduction has not 
affected production. Even this does seem to be a fairly long day in 
a tropical country, particularly in comparison with the " eight hours* 
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shift " of England. The problem, however, is full of complications. 
A reduction of number of hours in European countries is allowed on 
the supposition that the production will be maintained by an increased 
effort on part of the workmen ; and as we have seen, that expectation 
seems to have been realised. Whether the same reductioo, say to ei^t 
hours, can be effected in our factories without diminishing the quantity 
and quality of production to any appreciable extent, is a question on 
which opinion seems to be sharply divided. 

In this connection, one factor which may be cooBdered here is 
absenteeism among workmen in our factories. In connection with this, 
the Indian Tariff Board Report, from which we have quoted above, 
refers to this as a factor of great importance, inasmuch as it affects the 
ef&ciencv of industry, as the places of absentees have to be filled in 
by a csLSual recruitment, and often by an inefficient substitute. It was 
also found that Ahmedabad has great advantage over Bombay in this 
respect, as the percentage of absentees in Ahmedabad is very much 
lower than it is in Bombay. Various reasons are given for this slack¬ 
ness, and it appears that it is more due to the illiterate workmen not 
appreciating the idea of v/orking for a complete month and taking 
advantage of full wages paid to them, than to fatigue involved in the 
work. The workmen, being overpaid when compared to their low 
standard of living, take a holiday or indulge in drink and other vices, 
instead of saving money, or living in a more hygienic and healthy 
manner by earning full wage. The observations of the Indian Tariff 
Board are all verified by an experienced Mill Manager whom the author 
had occasion to consult, in common with others. According to him, 
certain experiments in incentive piece-work which proved successful 
with the Ahmedabad Mill hands, failed entirely at Sholapur. In our 
countiy wc have workmen who differ so widely in modes of hfe and 
temperament, that experiments tried in one district cannot, unfortu¬ 
nately, be the basis of judging the capacity of workmen of a different 
class in some other district. They all, however, suffer from one draw¬ 
back, viz. want of primary education and the advantage of a high 
standard of living. Irnmediate introduction of mass education all over 
the country on a bold programme seems to be the most important first 
step in this direction. If some method could be devised, by which 
our workmen could be n^e to understand and appreciate that the time 
they are said to be wasting through slackness, if saved, will result in 
a shorter day, our mills may be able gradually to reduce the number 
of working hours per day witixrut adversely affecting the productioiu 
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The. question of fixing a standard working day suitable to all is further 
complicated by the fact that the pace at which a workman is made to 
work also governs physical exhaustion, e.g. a workman, working in a 
department, or on a process where the pace is slow, i.e. where he has 
not to go through rapid bodily movements, can work for a larger 
number of hours a day, and may not be half as much fatigued as his 
brother who works on a process requiring much quicker movements. 
In all well-regulated concerns in Europe and America the management 
never loses sight of this factor. They carefully fix the pace and the 
number of hours which an average workman in each department can 
safely put through. According to Professor Jones, in his book on 
Administration of Industrial Enterprises, '' Unregulated piece-work is 
known to be a fertile cause of ph3^ical exhaustion and neurasthenia 
among certain groups of wage-earners. Under good management, excep¬ 
tional performance will only be attempted after the conditions of the task 
have been subject to the minute analysis of motion study and time 
study, after the proposed exertion has been carefully figured on a 
horse-power basis by competent engineers, and after the operatives have 
been selected on the basis of fitness for the task." The scientific 
manager, therefore, should carefully regulate the number of hours of 
work for each department, taking into consideration the climatic condi¬ 
tions as well as the nature of work the operative is called upon to put 
in, in connection with each of the departments. ‘ 

BY WHAT METHODS WAGES BE PAID IN ORDER 
TO PRODUCE INCENTIVE AND EFFICIENCY 

General Principles 

Pa5ment of workmen per month or per day, is the most antiquated 
method known to society, and is, from a modem scientific standpoint, 
the most unsatisfactory method of remunerating labour both from the 
point of view of the operative as well as that of the employer. Attempts 
have been made all over the modem industrial world, to improve upon 
this method by devising systems which would induce the operatives to 
use their best efforts and increase their efficiency. These methods try 
to introduce an incentive among the work people to produce more, 
and thereby to earn more. Experiments have proved conclusively that 
the part which this incentive plays in stimulating production, when 
properly directed, is enormous. The methods employed make use of 
two factors in order to produce incentives, viz., (i) reward by way of 
increased wage, and (2) penalties for falling ^hort of standardized pro- 
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duction. These are either combined, or are made use of separately, 
we shall see while dealing with the various systems invented and 
employed a little later. The reward is m the form of an additional 
income paid to the operative directly after the work is done , and in 
case 01 continuous satisfaction, it is followed by promotion. The punish¬ 
ment may be in the form of a fine, or assignment of less pleasant work. 
Where inefficiency and carelessness is persisted in the punishment, in 
the last resort, takes the form of a dismissal. Now, in order to arrive 
at the correct wage to be paid, it should be remembered that increased 
wage itself does not mean increased efficiency. The amount payable as 
wage should be so arranged that it is neither too high nor too low. 
What should be aimed at, is the happy medium known as the “ living 
wage According to Dr. Shadwell m his excellent book on Industrial 
Efficiency, “Labour may be plentiful and cheap, but it may be bad 
economy to buy it cheap. For what an employer w'ants is not labour, 
but the result of labour, and if he buys too cheap he will not get it ; 
just as a man who buys a coat may buy too cheap. What he wants is 
not a coat, but warmth or the results of a coat, and if he buys too 
cheap he does not get it. Cheap labour may be dear through want of 
capacity or of will. The former is generally recognized, but the latter 
is often overlooked. Wages are the incentive to work, and must be 
adequate to produce it. This is the real meaning of the ‘ hving wage 
Men may be forced by their necessities, in accordance with the law of 
supply and demand, to work for wages below a standard which they 
consider acceptable and call a living wage. Some term this the 
' higgling of the market b and uphold it as based on economic princi¬ 
ples ; others call it ‘ sweating', and denounce it as opposed to 
humane principles. There is a great deal in a name—a great deal of 
prejudice, blindness and confusion of mind. The economic and the 
humane principles are really the same, because economics deal with 
human beings, which ■ economists often forget. Labour so purchased 
is apparently cheap, but being unwilling it is really dear and false 
economy.“ The adequate wage, therefore, ought to be paid to all 
workmen, but the payment of a wage higher than the adequate standard 
reacts on efficiency as much as one which is inadequate. This is 
noticed in countries like India in connection with our mill hands, where 
the low standard of living, combined with the scarcity of labour, enables 
workmen to demand and secure wages which, though appear to be low 
when compared with those earned by similar operatives in European 
countries, are in fact, according to experts, much higher than the 
margin of adequate wage. The result is, that efiorts to induce these 
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illiterate workmen with a low standard of living to use their best efibrts, 
with a view to stimulating production, through an offer of extra pay¬ 
ment, or larger wage, frequently fail. It is the universal complaint, 
for example, that workmen employed in Indian factories leave for their 
native villages as soon as they collect sufficient money, thereby impair¬ 
ing efficiency of Indian industries. This, according to some, is due 
to their being overpaid as judged from their standard of comforts. In 
case of workmen who are not overpaid according to their standard of 
living, whether in India or in England, an inducement to earn a little 
more by putting forth further efforts has always proved successful ; but 
in case of workmen from certain districts of India this method of stimu¬ 
lating production has not succeeded, because, when illiterate labour is 
already overpaid as judged from their standard of living, the offer of 
an extra.wage fails to act as an incentive to increase production. 
According to an Indian mills superintendent of thirty years* experience, 
with whom the writer had the advantage of discussing this problem, 
our Indian workmen invariably stay away from work for a number of 
days in the month. A month is reckoned by the mills in Bombay as 
of twenty-six working days. According to this authority, 24% of work¬ 
men put in an attendance of sixteen to eighteen days on the average, 
about 50 to 60% that of twenty days, whereas only 15 to 20% complete 
twenty-four out of twenty-six working days. The mill management 
were not only much inconvenienced by constant gaps caused through 
this ijregularity, but the laying up of idle machines involves material 
loss through lessened production, waste of motive power, etc. The 
management, therefore, attempted, some years ago, to secure about 
twenty-four days* attendance on the average, by introducing a payment 
by way of bonus in connection with the wage paid. The bonus offered 
was sixteen per cent over and above the usual monthly wage to be 
paid to those who put in at least twenty-four, out of twenty-six working 
days. Only 5% of the habitually irregular men attempted ^ earn this 
bonus. This was largely due to the low standard of living prevailing 
among our mill hands. When a bonus of 16% over the usual monthly 
Wage fails as an incentive, the only conclusion one is driven to is that 
wages paid are high for this class of persons. This is undoubtedly 
unfortunate. 

3pread of Mass Education Seems the only Remedy 

The only remedy for this state of affairs seems to be raising the gene¬ 
ral standard of living of our labouring classes through the spread of mass 
primary education, and the introduction of an element of healthy ambi- 
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tion among them which would make them aspire to a higher level gene¬ 
rally. At present their wants are few. They live huddled together in 
dirty and unsuitable chawh, on the joint-family system, which is an 
additional help to cheap living, and one which makes them careless about 
earning a better wage through superior exertion. No wonder these 
employees can thus afford to take holidays alternately. The joint- 
family budget easily admits of the loss of wage entailed by irregularities 
of its slacker members. Contentment is held out as a great virtue ; 
but a scientific manager finds it to be the greatest of all impediments to 
the progress or prosperity of industries. Healthy discontent seems to be 
much more desirable in the field of our industrial activity, and perhaps 
in many other spheres of life as well. If we could infuse the spirit of 
healthy discontent among our working classes, the experiments of 
the type we have just noted would produce much more satisfactory 
results. The industrial strength of European countries, as well as that 
of the United States of America, is due in no small measure, to the high 
standard of living and the higher ambition of the working classes due, 
tlianks to being educated, to the appreciation of this factor. The Ame¬ 
rican worker, to take an illustration, receives the highest wage of any 
workman in the world. His standard of living is higher than that of the 
English labourer. In spite of this, production in America is at a cost 
cheap enough to enable that country to compete with England in foreign 
markets. This is due to higher efficiency of American labour all round, 
which enables the employer to pay higher wages, wages high enough to 
tempt many an English workman to migrate from his mother country 
across the Atlantic—without reducing the employer's profits. The 
Americans are thus much nearer the ideal of higher wage, increased out¬ 
put, shorter day and cheaper production than most of the industrial 
nations of the world. According to late Lord Leverhulme, at Ford’s 
Works they employ 40,000 persons. ** A boy there can get £1 per day, 
and all employees are paid double Trade Union rates ; and there ... it 
is the exception for the workman not to have his motor car . . . They 
will not get motor cars under a system of restricted output ; there won’t 
be enough to go round. Every time we increase the output and reduce 
the cost we have a fund out of which we can increase the wages." 

WELL ORGANIZED WELFARE WORK INDISPENSIBLE 
TO MODERN INDUSTRY 

The best remedy for the aforesaid condition is naturally proper 
oXjganizatioQ of what is well known as ** welfare work among our 
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workmen. In this connection the Indian Tariff Boju-d Report of 1927 
IS rather instructive. It says, in para. 67, as follows: — 

'' We were greatly impressed by the difference between the best 
upcountry mills and the best mills in Bombay in regard to the work 
which is done for the welfare of their employees. It must be admitted 
that most upcountry mills are much more favourably situated in this 
respect than are the mills in Bombay. Direct contact between employer 
and employee is much easier in upcountry centres than it is in Bombay 
and, ir} most cases, ample space is available for the provision of such 
amenities as creches, hospitals both general and maternity, recreation 
grounds, schools, canteens and co-operative stores. Our inspections 
have shown that the most efficient mills in upcountry centres fully 
realise the effect which the provision of such amenities ha^ on the effi¬ 
ciency and contentment of labour and we consider that it would be 
in the interests of the Bombay industry to follow their example in 
this respect. It is unfortunate that more was not done in this direction 
when the financial position of the mills rendered it possible but, in the 
present condition of the industry, we recognise that any large expen¬ 
diture under this head is out of the question. We trust, however, that 
when conditions improve the mills wiD regard provision for welfare 
work as one of the first charges on profits/' 

This accounts for the fact that during the period of labour troubles 
in Bombay, with their accompanimont of a series of lightning strikes, 
the upcountry mills were • working over-time to advantage. The 
Bombay millowners cannot do better than take a hint from this expe¬ 
rience, and make an early move in the direction of providing proper 
welfare works and amenities for their workmen, with a view to raising 
their standard of living. In Bombay the mill area is of manageable 
size, where, besides the welfare work of the usual type, collective propa¬ 
ganda of an educational character can be carried on and directed 
easily, through the co-operation of the Labour Unions with the Mill- 
owners’ Associarion. Instead of each mill dissipating its efforts on 
this work, central recreation grounds, with clubs and theatres attached, 
should be provided for all employees under the Association. Cinemas 
may be used for illiterate labour, for instructing and explaining to 
them the various operations which their vocations require them to 
efficiently perform. Also the modes of life on a higher standard among 
the labouring classes on the Continent and the U. S. A. may be demon¬ 
strated, teaching them how to live well and attempt to rise to higher 
grades of life, as in advanced countries, where, according to Dr. 



328 Business Organization 

Shad well in his work on Industrial Efficiency the development of 
manufacturing industries was chiefly a process of workmen rising to be 
employers/' It is said that in the U. S. A, coinmunistic doctrines 
have not made much headway because there every workman expects 
to rise and become a capitalist, as many of his compatriots have done. 

The Difficulties Must be Faced 

In the above programme the difficulties that will have to be faced 
are not lost sight of. The employers in other industrial centres have 
successfully grappled with them, and a clear cut history of theh- expe¬ 
riences is at our disposal. According to Professor Jones of America 
(perhaps the most advanced country today in this regard) in his book 
from which we have already quoted above, ‘'It is not easy to make 
a success of welfare work. There are projects to choose from and innu¬ 
merable ways of proceeding. Tnere are many kinds of people and there 
is an infinite variety of local condition. There will inevitably be some 
embarrassment for emplo^^er and employed in finding a footing in 
matters where orders arc out of the question. Workmen have well 
defined opinions about the conduct of their lives ; and into contact with 
those opinions any plans which go beyond customary industrial prac¬ 
tices are bound to come. It is natural that there should be a heritage of 
suspicion descended from the time when employers planned entirely 
for their own profit. It is natural also, that trade unions should be 
cold toward benefits which the employer has the power to withdraw at a 
moment’s notice." How similar app)ears to be the problem on our 
side. The learned author might as well have written of the difficulties 
of pushing forward welfare Vork over here in the same passage, without 
altering a word. The American and European employers have, in 
spite of all these difficulties, succeeded through sheer perseverance, 
which is also the course open to our friends of the Millowners' Associa¬ 
tion to follow. The trade unions, particularly those led by sober leaders 
gifted with practical ability, may with advantage, be invited to 
co-operate in these honest exertions for uplift of the worker. 

THE FIRST STEP IN PROGRESS ; FIGHT 
ILLITERACY 

Welfare work is a first step in progress, a march towards that 
goal which, when reached, would make the employee independent of 
the employer even in that regard. Our trade unions are at present mere 
fighting political machines led by outsiders, i.e. non-labourers who are 
more interested in their political dogmas and prejudices than in the 
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economic uplift and social betterment of the operatives who are steeped 
in illiteracy. No wonder that our trade unions have not reached tliat 
stage when they can function also as benefit societies. Under the 
present condition of illiterate and backward labour, it is hardly possible 
for them to expect the workmen to contribute a good proportion of 
their wages, as in advanced countries (even though the wages were 
to be raised considerably on the footing of these countries), for the 
use of their unions. For the present there appears to be no other 
practical course, we submit, than to be content with the' '' patriarchal 
order of things and look to the emplo3/ers to provide the means as 
well as the administrative machinery for this purpose. In gradual 
course of evolution this may, it is hoped in the near future, bring us 
near the day when a new and enlightened generation of workmen, led 
by their own class, possessed of the ability to organize independently 
of external assistance and fully appreciative of the advantages of 
scientific co-operation in management, may demand the right to manage 
their own welfare institutions. That would, of course, take at least a 
generation, and that too, if an immediate move is made in that direction. 
When that day arrives labour will, as in Europe, demand, in the words 
of Dr. Shadwell '' not favours but justice, not gifts but a fair share of 
takings, with the means and opportunities to provide its own welfare 
institutions.'' None should more cheerfully welcome that ‘"aspiration 
inseparable from the organic development of society " than the 
employer ; for "" What an honest employer really aims at is justice 
and so it ought to be. Till then, of course, the burden, the responsi¬ 
bility and the initiative must lie with the employers of our mill labour: 
and we urge them not to delay taking proper steps in that direction. We 
also sincerely trust that the labour leaders, particularly those who have 
looked at the problem of the industry from a practical standpoint, would 
co-operate in this direction, if not, at least encourage and not obstruct 
properly devoted welfare efforts of the millowners. 

TlHE UTILITY OF WORKS COUNCILS 
OR WORKS COMMITTEES 

Works Councils or Works Committees are most desirable. Here, 
in every factory, mill or workshop, if we had a Works Committee of 
the type they have in Germany and Sweden, where representatives 
both of the employers, i.e. management, and of the work people, take 
counsel in conference on all questions of common interest, it would be 
of great advantage. In this connection it is interesting to quote from 
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Britain s Industrial Future, being the Report of the Liberal Industrial 
Inquiry, 1928: — 

'' We sent investigators to Germany to report upon the workings 
of the scheme there ; they reported that the work people regarded it as 
of real value, and would not willingly part with it ; and that while 
some employers made little of it many spoke warmly in its favour. 
It is held by many in this country that to make such a system com¬ 
pulsory would be unwise, since its effectiveness must depend upon the 
readiness of the management to use it, and an indifferent manage¬ 
ment can reduce it to futility. Those who take this view believe that 
the application of corhpulsion may retard rather than assist the prac¬ 
tice of consultation. We recognise that there is some force in this 
contention. There are two purposes for which a Works Council can 
be used ; the first is the ventilation of grievances, and the assurance 
of an opportunity of expressing the work people’s view with regard to 
the rules under which they have to work ; the second is the pooling of 
ideas and the enlisting of work people’s help in securing efficiency. 
The latter can be made of no avail by a hostile and indifferent manage¬ 
ment, but the former can certainly be secured if regular meetings are 
bound to take place. We conclude, therefore, and our opinion is for¬ 
tified by German experience that the advantages of a compulsory 
establishment of Work Councils outweigh any defects which may 
attend it.” 

The compulsory establishment of such councils will be for the 
benefit of all concerned. As far as the workmen’s representatives are 
concerned, it would be best if it is insisted upon that outsiders should 
not represent them, but that only wage-earning units should be 
returned on such councils. The actual proportion in which they should 
be represented is a question on which there may be some difference 
of opinion. The Whitley Committee of 1916 recommended 50% 
representation on either side, and we believe that that would be a 
proper data of representation in order to inspire confidence in the 
working classes as to the efficiency of their representation. Of course, 
the function of the council will be more or less of a consultative nature, 
and if conducted sympathetically, might promote good relations 
between the employers and the employees. They may be consulted 
for example (i) on the working rules of the factory as well as those 
(2) in connection with dismissals. In this connection, sp)ecial rules if 
created in consultation on both these heads, particularly the latter, 
would tend to avoid ill-feeling which is the chief cause of many Indus- 
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trial troubles. Dismissals, may be due to either ineflSdency, insubor¬ 
dination or slackness at the factory: and in either of. these cases a 
council such as the one we are suggesting will be of great assistance, 
tending, as it is sure to do, towards smoothness in place of unpleasant^ 
ness. In connection with welfare work, also, these joint councils con¬ 
nected with each factory wiU be of great help. In this connection it 
is advantageous to quote here a passage from the excellent book by 
Professor Henry Clay of the University of Manchester entitled Indus- 
trial Councils as recommended by the Whitley Report of the Whitley 
Committee. The author has to admit that The experience of the 
industries that did adopt the Whitley Scheme points to the same con¬ 
clusion that the continuous contact ahd co-operation over non-con- 
troversial business, which an Industrial Council involves, are an aid 
to the peaceful settlement of difference, even if they cannot offer a 
complete guarantee of peace.*' 

Observations on the Industrial Commission’s Finding 

The Industrial Commission's Report, though issued in 1918, is 
efven to this day a document of great interest, as conditions have not 
much altered in good many directions. It particularly refers to the 
scarcity of labour all over India in almost all industries. It also notes 
that the rate of wages has also proportionately risen all over the coun¬ 
try. The cause has to be found in the rapid advance which industry 
Kas made all over the country, and which has called forth a larger 
supply of labourers than the increase of twenty million in population 
could supply. Considering that most of our labour supply is drawn 
irom agricultural centres, our mines, factories, railways and other 
workshops would be in a position to get a more plentiful supply if we 
were able to draw a substantial number from those engaged in agri¬ 
culture. This of course should be done without impairing our agri¬ 
cultural output. A key as to how this can be done is to be found in 
the said Industrial Commission's Report, where the Commissioners 
regret that much of the Indian agricultural labour is wasted owing to 
our neglect in taking advantage of the latest machinery, both power 
and hand-driven. The introduction of these up-to-date inventions 
would considerably increase the supply of raw products, which could 
be utilised by the manufacturing industries locally. At the same time; 
a sufficient quantity of hand labour will be released for employment 
in manufacturing industries. To quote only one paragraph from this 
report, " In British India, the area under cultivation is approximately 
250,000,000 acres, of which 40.000,000 acres are, for the time being. 
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Mlow and unworked. The Census Returns of 1911 show that of the 
total population, 80,000,000 are directly employed on the land, or one 
person to every 2.6 acres of cultivated land. Previously to the out¬ 
break of the last war the corresponding figures for Great Britain and 
Germany were 17.3 and i to 5.4 acres, respectively. The only crops 
grown'in both England and India on a large scale are wheat and 
barley j the respective standards of yield are 1,919 lbs. and 814 lbs 
per acre for wheat, and 1,645 lbs. and 877 lbs. per acre for barley. 
It becomes, therefore, regrettably clear that agricultural optrations are 
conducted with much greater efficiency and economy of human labour 
in both Great Britain and Germany than they are in India. This is 
partly due to the superior physique and education of the cultivators 
themselves, partly also to the superior quality of their cattle, but it 
very largely results from the extensive employment of horse and motor 
or electric-driven machinery in the varied operations of a modem farm, 
such as ploughing, reaping and threshing. The census of production 
of 1908 revealed the fact that the farmers of Great Britain in that 
year employed nearly 35,000 engines developing well over 200,000 horse 
power, and it cannot be doubted that since that date the use of small 
motors and power-driven tractors has greatly increased, as agricultural 
engineers both in Europe and America have devoted much time and 
labour to devising improved machinery of this class. In India, agri¬ 
cultural conditions are widely different, but there is equal, if not 
greater, scope for mechanically-operated plant. As yet, very little is 
in use, chiefly because holdings are small and scattered, and ryots 
possess little or no capital.*' 

Under the present conditions, what actually happens is that the 
agriculturist who comes either to the cotton mills of Bombay from the 
Deccan and Konkan, or those who migrate to the coal-fields of Bengal 
from Chota Nagpur, or the labourers from Bihar and the Eastern Dis¬ 
tricts of the United Provinces who try their luck with the Calcutta 
jute mills in large proportion, keep one eye on their small holding under 
cultivation and the other on the factory and mine where they go during 
certsun times of the year to make extra money. Of course the new 
generation of workers is now growing up in manufacturing centres, 
which has got so used to factory work and town habits, that the agri¬ 
cultural coimtryside has lost most of its attractions to them. This 
population must in course of time considerably increase: and if ade¬ 
quate arrangements could be made to house and lodge them near their 
factories or mines, and conditions of life made more attractive than 
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they are at present, the problem of India's shifting labour would be 
largely solved. The idea is to induce them to wofk in one particular 
industry from sire to son for generations, as they do in Europe and 
America. The stoppage of emigration to the colonies, where labour 
during past years used to be taken under the much abused indentured 
system, will also help to increase the number of available operatives 
for our factories and mines. Last, but not least, if a properly organ¬ 
ized effort were to be made by the heads of our manufacturing and 
mining industries for recruiting labour on scientific lines, and provid¬ 
ing it with housing accommodation, the labour supply in industrial 
centres would be very largely augmented. When that stage is 
reached we shall be much nearer the problem of an eight to six hour 
day in factories, where, with the help of the larger number of hands, 
two to three shifts within twenty-four hours, instead of one, can be 
introduced/ 

Wages Can Only^Bc Based On Production and Efficiency 

Returning to our subject, the next point to be noted in connections, 
with wages is, as we have already noticed, that it is not the actual 
amount paid which matters, but it is the amount of wage taken in 
comparison with the quantity and quality of work produced which 
forms the main economic factor conducing to efficiency of labour. We 
have been repeatedly told by those who ignore, or lose sight of this 
factor, that labour in India beings/* cheap " we are at an advantage 
compared to other countries. The Indian workmanthough intelligent 
enough to be able to pick up work that may be shown to him is, in 
the absence of specialised industrial training and the usual standard 
of education, plus climatic and physical causes much handicapped. 
No wonder, therefore, that he is more expensive economically in com¬ 
parison with his brethren in Europe and America. In order to bring 
him up to the standard of an average European workman, his effi- * 
dency will have to be improved a good deal. 

^ high wage paid to efficient workmen pays both ways. Produo j 
tion is larger proportionately, and at the same time, there is a conti- j 
nuous incentive to improve efficiency. There is less wastage in the 
use of raw material and less supervision expenses.^ In these days otj. 
exceptional prosperity for textile industry in India, the slackness and * 
inefficiency of our mill labour has done kicalculable injioy, because, 
thodgh fortunes have been made by mill magnates, still larger prizes 
have been lost through our not being able to take the fullest advanfi 
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age of the exceptional opportunities afforded by the war, when Lanca¬ 
shire goods were practically shut out from our markets through freight 
and other di&culties. The inef&ciency of our labour is- the greatest 
handicap to an industry like the textile industry, where raw material 
constitutes an insignificant addition to the cost of production as com¬ 
pared with the cost of labour and mot^^e power. The increase in 
wages, or experiments m their payment on scientific lines as dealt 
with hereafter, are based on the assumption that the workman con¬ 
cerned is ambitious enough, and will try to earn a higher wage by 
improving himself. Where, however, such ambition is absent, these 
experiments are bound to fail. According to Dr. Shadwell, If wages 
are to secure efficiency they must be earned. Wage-takers are always 
ready to handle more money, but they are not always ready to earn 
it." That is the difficulty experienced with workmen who are either 
too lazy or too contented, or standard of living is’ below the 

average. It is thus, curiously, in the interest of both the capitalist 
and the workman that the latter should be encouraged to attain a 
higher standard of living. 

What Are The Root Cause* of lodustn^l Inefficiency ? 

In this connection it will not be out of place to note some of the 
causes of industrial inefficiency as dealt with by Mr. Forrest E. Car- 
dullo in one of his articles on Scientific Ma^iagement in the American 
paper entitled Machinery Accox'ciing to tiiis cuthorily, both the 
management and the workmen are occasionally to blame. The first 
cause which is described as the most prolific source of inefficiency is 
" mental laziness " on part of both the management and labour. In 
a large number of cases the management fails to take the trouble to 
think out and devise meffiods of work. Things are left to subordi¬ 
nates to be worked out as best they can, and each tries to get it 
through by using as little mental effort as possible. This ought not 
to be ; and both the management and the workmen should be made to 
think out, and work on the most scientific principles. In fact the 
management .should take all the initiative here. The second cause of 
inefficiency is timidity in the employment of capital with a view to 
keeping the equipment ahd tools as up-to-date as possible. The third 
is want of adaptability to changing circumstances. The fourth is want 
of a system for pa5anent of wages which will stimulate efiort and 
increase efficiency. The fifth is contempt with which workmen are 
looked upon by sqme employers which makes co-operation with them 
impossible. The sixth is avarice which makes employers grudge to 
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pay an adequate wage, and to spend money on the comfoit aad con¬ 
venience of workmen. The seventh is the natural disinclination oi| 
the part of a certain type of labour to increase its pace. The eighth 
is lack of ambition. The ninth is a feeling ol enmity on part of labour 
towards capital. 

The fourth, fifth, seventh, eighth and ninth causes may be 
remedied by a proper system of wage payment being devised, as well 
as by welfare work being introduced with a view to making the work¬ 
men’s lot as easy and happy as possible. Dr. Shadwell also empha¬ 
sises this point when he speaks of English labour, viz. that '' Where 
the wage incentive has been of such a character as to stimulate the 
workers to do their best, there the lead which England gained a long 
ago has been maintained ; whereas under the ordinary time-work 
system which does not provide that incentive, but discourages effort, 
the once still greater lead has been entirely lost." 

REMOVAL OF ILLITERACY OF INDIAN LABOUR 

Duty of the Employer and the State, particularly 
Popular Governments 

In this connection the remarks of the Bombay Indusfnal Disputes 
Committee in their Report issued in April 1922, should be studied with 
advantage: — 

" Every witness who has appeared before us has deplored the low^ 
standard of literacy amongst the operative class and has urged the 
adoption of free and compulsory primary education. But here we must 
enter a caveat. The view that the spread of education will in itself arrest 
or cure labour unrest seems to us to be a chimera. On the contrary an 
educated labour force would not tolerate the depressing conditions under 
which the general body of workers in Bombay are housed and have their 
being. Any rapid extension of education in Bombay without a corres¬ 
ponding improvement in the conditions in which the operatives live 
would accentuate rather than redeem labour unrest. . . . The sole 
responsibility for providing education through every chain of the educa¬ 
tional ladder rests with the State, or with the body to which the State 
has delegated this responsibility. . . . Nevertheless in view of the 
beneficial effect of supplementary work, which in the case of Sholapur 
Spinning and Weaving Company has raised the standard of literacy 
in the mill to 15 per cent, as compared with a general average in Ae 
district of 5 per cent, we suggest the employers shoifld co-operate wiA 
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the Municipality by the opening of schools for half-timers and night 
schools wherever an attendance can be secured." 

Thus it is universally admitted that illiteracy of our workmen is a 
great impediment to the progress of industries as well as to the well¬ 
being of the working class as a body. The Committee, whose primary 
function was to investigate and report on the question of industrial 
disputes with a view to preventing strikes, is naturally nervous lest the 
spread of education may result in intensif3dng the situation, as according 
to them an educated labour force would not tolerate the depressing 
conditions under which the general body of workers in Bombay are 
housed.” Quite so: and that is, the author submits with great respect, 
the exact state of affairs the scientific manager would like to create. 
The educated workers are more likely to be amenable to reason, and 
logical arguments are more likely to be appreciated by such a class, and 
thus the incentive methods of progressive w^age payments, as discussed 
hereafter, could be more successfully applied in their rases. Being 
educated they would try to discard the present depressing conditions 
around them and aspire to a higher standard of living. A high standard 
of living, as we have already seen, improves efficiency and earns an 
adequate wage, which the industry, which also benefits by the same, 
cheerfully pays. The committee suggests that we should rather go at 
a slow pace as far as education is concerned, because ‘‘ any rapid e.xten- 
sion without corresponding improvement in the conditions " would lead 
to unrest. The nightmare of unrest seems naturally to have largely 
influenced tins decision. From the standpoint of one who has studied 
the progress of English and American labour, education has preceded 
"improvement in conditions” instead of following it.’ An illiterate 
set of workmen will never appreciate the advantage of a high standard 
of life, and must cling tenaciously to the conditions to which they are 
used for centuries. The spread of education, however rapid, must take 
its o^ time. This would give an ample margin to our leaders of indus¬ 
tries and public life within which to complete preparations for meeting 
the much-desired demand from the educated labour for improved condi¬ 
tions. Even taking the elementary rule of economics, the demand, and 
that too of a healthy type which has come to stay, must expedite the 
supply in due course. The most-cherished privileges either in politics, 
or in the history of modem industrial labour across the‘Mediterranean 
or the Atlantic, have been won through pressure of demand (frequen€y 
misnamed "unrest"), and there is no reason why Indian industrial 
labour should be •expected to travel along a path different from that of 
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its compatriots in other civilised countries. As to the duty of providing 
education, the State is the principal agent. The employer no doabC 
also shares with the workmen the beneht of improved ethciency, and. 
therefore, it is but just that he—^ distinguished from the nation which 
the State represents--^ould bear at least some part, if not the whole# 
of the burden of educating his employees. This seems to be the princi* 
pie in view in the committee's recommendation to the effect that the 
employers should co-operate with the Municipahty by opening of schools 
for part-timers, etc. Under the circumstances, under popular Govern- 
meats we have a right to demand that mass education should be their 
first care, and that the pace should be as rapid as it can be accelerated 
with due regard to financial possibilities of a poor country. This can 
only be achieved if the financial resources of the country are carefully 
conserved, and utilised in the first instance on national objectives of 
primary importance, viz., (i) mass education, and (2) rural uplift -of 
the agriculturist. No other want can be considered to be more urgent 
in a country where over 73 per cent of the population • subsists on 
Agriculture directly or indirectly' and the rural population rapidly 
multiplying. 

VARIOUS METHODS OF REMUNERATION 
EMPLOYED IN MODERN INDUSTRIES 
It should be remembered that in every industry the cost of labour 
is the most important factor, because of general competition within 
the country not only from indigenous concerns, but also in connection 
with imported manufactured articles. Every scientific manager, there¬ 
fore, is anxious to see that the cost is kept as low as possible in order 
to achieve success for the enterprise. Of course, though the reduction 
of labour cost is one of the objectives it must not be forgotten that the 
efficiency of labour itself will largely be the deciding factor. 
In case of complicated labour-saving machinery, production 
is so large and superior, that payment of the highest wage in money 
leads, notwithstanding, to low labour costs. Thus efficiency is 
the guiding factor; and the actual amount of money given to 
every worker for a certain number of hours' work is not the economic 
factor which weighs in the balance. Various schemes of remuneration 
of labour have been devised and experimented on, and the results 
earefully watched, which it is our object to examine, criticise and study 
under this heading. Some of these systems have not succeeded or 
account of their complexities, whereas others have succeeded in certain 
concerns only : but there are many of these newly adopted systems 
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which h^ve proved generally sadslactoiy The difficulties of mtroducmg 
a complicated system have been considerably enhanced either through 
the workmen not understanding the system, owing to its complexity, or 
through the labour uaion*s hatred of any device which is hkely to 
cause reduction in the number of workmen anpioyed in a factory, even 
thougli the system may tend not only to a rise in the wages of those 
•who are retained, but also, ultimately, to the expansion of industry 
to the general welfare of the largest number of labourers who would 
be called upon to serve ; and that, too, at higher wa'ges than those which 
'they onginaliy secured. Whatever S5^tem of wage pa3mient is intro¬ 
duced in a mill or factory, it has been found from experience t^t it 
is best to make it simple and easy to be understood by the class of 
workmen employed therein, if it is to be successful With these obser¬ 
vations we shall now proceed to consider the mejLhods of remuneration 
usually employed. The most prominent of these are the following — 

(1) Time or day wage. 

(2) Piece-wage. 

(3) Time and piece rate combined, i.e. a compulsion of producing 
a certain standard of work laid down within the time stipulated, 
coupled with an inducement to produce more through an offer 
of extra payment. 

(4) Profit sharing. 

(5) Co-partnership. 

(6) Commercialisation of labour. 

We shall now deal with each of these factors with a view to studying 
their influence on efficiency. 

MERITS AND DRAWBACKS OF TIME 
OR DAY WAGE 

Under this method a given sum is paid for a fixed period of time, 
viz. so much per hour, day or month. This is the least satisfactory 
method of remuneration. The time wage system carries with it nume¬ 
rous drawbacks. The workman, for example, knows that as long as 
he manages to do the least work without exciting comment, he need 
iK)t do more, particularly because he does not expect any reward for 
the extra output he may produce through extra effort. The other reason 
is that as a quicker workman hates to show up his slower comrades, he 
generally slackens his pace and does not produce according to his 
capacity. Advantages claimed under this system are that it involves 
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very little labour in calculatioivof wages, and ^bat the work produced 
is likely to be more perfect, as the workman is alloM^ed to take his 
time instead of being tempted to rush it. The disadvantages are 
obvious. The superior workman in the group is not encouraged. He 
is paid the same wage as one on the average level of efficiency in 
his group, or one on the lowest margin of efficiency, whereas 
in fact, the workman below the average actually gets more than what 
he deserves. This is most demoralising, and has the unfortunate 
tendency to drag the superior workman to a lower level. It is also 
doubtful whether the advantage claimed, viz. that the best work is 
produced because the workman is allowed to take his own time is one 
which is attained in every case in actual practice. However, there are 
circumstances in which time-work wages are distinctly advantageous. 
For example, in case of tool room and pattern shop, where the work 
demands not only the greatest skill from the men, but also the best 
possible care and thought: here, if speed of production is -enforced on 
the temptation of higher wage, that might lead to loss in the quality 
of production. Iti small workshops where supervision is intense, time 
wage may also be paid with advantage. The point is, that even in 
larger works where time wages have been introduced with success, an 
amount of money has to be laid out and spent on intensive supervision 
and careful management. There are cases where manufacturers argue 
and believe that even day rate of wages can be as effective as piece wage, 
or progressive wage, if the vrages paid are a little higher than those 
prevalent in the locality, and intensive and close supervision is main¬ 
tained. What is here done is, that in consideration of the payment of 
the higher wage the employee is called, upon to exercise special effort 
and take particular interest in his work: and as a higher wage is paid, 
the natural result is that applications for employment are more numerous 
than the vacancies, with the result that the selection can be made of 
the most competent workmen who can work up to the high standard 
of efficiency and output which may be laid down by the management 
in consideration of the higher wage. The maintenance of this high 
wage also results in the employee being anxious to retain his remunerative 
job and thus a continuity of employment is secured. This method of 
remuneration has, in other cases, been found to be the most wasteful ; 
and has been superseded by more scientific methods (as dealt with 
hereafter) in all industrial centres of Europe and America. In the words 
of Mr. J, Russell Smith, from whose book on The Elements of Industrial 
Management we have already quoted, There is little doubt that day 
wage is a very unsatisfactoiy method, both from the point of view of 
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theoiy and practice, for the reason that it can give little or no recog¬ 
nition to the fact that men'’are of different values. The attempt to 
reward A is apt to make B dissatisfied. Because of the lack of definite 
measurement of output, B thinks he is as good as A, or at least claims 
that he thinks so, v/hich amounts to almost the same thing from the 
Stand-point of diplomacy and relationship within the works. As an 
evidence of the wealcness of the system of da3;' work, experiments have 
produced Rouble tlie output with no increase of wages, merely because 
it became known just what every man was doing* By this mere 
turning on of the light, or of having knov/ledge (like the force ol public 
sentiment) we produc.e this loo per cent increase/' There is, therefore, 
no room for doubling the proposition that mankind is not inclined to do 
its best unless an element of encouragement, in one form or other, is 
introduced. The best medium through which the workers' efforts can 
be encouraged, is through the intraduction of a system which measures 
the result of tlieir work, and rewards^ them in proportion to the quabty 
and quantity of production. This brings us to the consider!lion of a 
system known as remuneration of labour on the piece-wage basis. 

4he piece-wagb system and its varying 

MANIFESTATIONS 

Under this system the employer pays a set rate per job cr !init 
produced. This is, of course, a question of contract between 
employer and the workman. The rate is arrived at after a careful 
calculation of the previous performance of the ai'Ciage standard ol 
Workmanship on the time rate pnnciple. Under this system a w orkman 
is encouraged to put in his best effort, and save asmuch lime as possible 
with a view to producing more, and thus, it may be worked to the 
mutual advantage of the employer and the emplo3^ee, as long as it is 
not allowed to be overdone> fpr an}' excessive zeal shown here may lead 
to overwork, which may impair tire health of the employee and conse¬ 
quently injure his efficiency—a tendency which has to be closely guarded 
and provided against. The employee under this system is more inclined to 
help the management in its efforts to provide the right kind of raw mate¬ 
rial, and dislikes delays through breakdown, which he tries his best to 
pirevent. The cost of general supervision is also lowered, as it is to 
the employee's advantage to be more careful and industrious. The 
chances of loafing, or wasting of time in any other form, are also mini¬ 
mised. Besides these points, the employee who is not satisfied vath 
the average wage earned on the day-wage system, and who possesses 
reserve powers for extra production by.extra effort, is given a full 
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chance to make use of his ability and earn more. If these experiments 
on the piece-wage system result in an appreciable increase in the output, 
as they generally do, the employer can in course of time afford to reduce 
the number of hours of work per day -without lessening his normal 
production. Another advantage afforded by this system is that in 
calculating the cost, the employer's work is much simplified owing to 
the fixed rate he pays per unit of production ; whereas, under the time- 
rate the cost constitutes a fluctuating item. This factor, viz. the conve¬ 
nient and easy standard for calculation of the cost of production, is 
in itself of great advantage in these days of keen competition among 
manufacturers, when quotations must necessarily be as low as possible 
in order to secure business, at the same time guaranteeing a fair margin 
of profit. In certain trades, particularly in the textile manufacture 
by machinery, the piece-wage system can be employed with advantage, 
as here the quantity of work done can be accurately measured. The 
workmen engaged in this branch of industry in Europe and America 
generally prefer the piece-wage method of remuneration, as they have 
found by experience that it ensures identical payment for identical 
or equivalent effort In the boot trade, also, the piece-wage method 
is generally preferred and largely employed. On the other hand, in 
industries where a fair agreement between the employer and employee 
as to the identical payment for the identical effort or production cannot 
be arriTed at, owing to the peculiar nature of the enterprise, the piece- 
wage system is objected to by the employees. This is the case where 
a workman has to be employed on a variety of operations in factories 
where the output varies from day to day, such as the engineering trade. 

The disadvantages said to be inherent to the piece-wage system 
must also be considered. It is alleged that workmen in their efforts to 
produce as much as possible in the day are less likely to spare machinery, 
tools and raw material. It is also assened that under the piece-wage 
system the quality of production may suffer. With regard to the latter 
objection it might be added that in most of the trades where the piece- 
wage system is in force, this tendency to sacrifice quality to quantity 
is guarded against, both through the medium of careful inspection and 
by limiting of the total output per employee per day. The other danger 
IS that the employer may cut the rate when he finds the employees 
earning high yt^ges. This tendency is no doubt present in some cases, 
but it strikes at the root of efficiency, and only the most shortsighted of 
employers stoop to adopt such a dishonest course. A further draw¬ 
back is that workmen are, in some cases, inclined to take long intervals 
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of holidays, because they have managed to cam more, and can afiord 
to take these holidays out of their savings. The fact that this system may 
lead to excessive fatigue has already been referred to. This danger 
is accentuated in. cases where the basis on which the piece-wage is calcu* 
iated is so unjust as to force employees to work their hardest, at the 
greatest speed, in order to earn just a subsistence w^ige, as is the 
case in some of the sweated industries of Eoippe. With adl these draw¬ 
backs a welhreguiated piece-wage S3^ein is undoubtedly superior to 
the day or time-wage system. 

In connection with piece-wage pa5m3ents the actual rates of 
wages to be paid should be fixed after careful calculation : because if 
they are once so fixed, and are then found to be higher than is warranted 
by the output in quality and quantity, it is very difficult to lower the 
rates without creating disconteht and friction with the employees. Fre¬ 
quently this discontent is sought to be got over by re-arrangement in 
the operations or units, and thereafter fixing new rates based upon 
such re-airangement of operations and units. The usual basis on which 
piece rates are calculated is oir the basis of an average effident work¬ 
man's time and the usual production under the time-wage system 
per hour. 

The balance system and the balance debt system are the two most 
prominent systems employed in connection with piece-wage. In the 
case of the balance system, the workman is emplpyed at a certain rate 
per hour in wage and the piece-work which he has to do is fixed 
per job. If he earns on piece-work a larger amount than he would 
have earned on the rate fixed per hour, the balance of excess wage 
win be paid to him in addition tc his per hour wage: but if his 
piece-wage earning is less than his wage per hour, he wiU ^ pstid 
according to wage per hour. Here time has to be carefully noted as 
Wen as production. 

As regards the balance debt system, if the piece-wage earned is 
higgler than the day-wage, the workman is paid the piece-wage, but 
if on the other hand the piece-wage earned by him is lower than the 
day-wage, the balance is debited to him as a debt, and carried forward 
against him to he deducted from any subsequent balance of piece-work 
in his favoor 

It may be mentioned here that piece-wage may be divided into 
fi) a plain or straight piece-work wage, where each individual is paid 
directly accordinghis output, etc., or (2) a group piece-wage whem 
tile xDdividual workman tucefves an aOottod aharo of the eanrug of 
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the group of which he is a member, and which is working on the piece- 
wage system, or (3) a combination of time and piece-wage rates as the 
weekly number of hours and wage paid on it, together with the actual 
price of piece-waget production in excess of the stipulated amount. 

Mr. Cadbury in his book on Experiments in Industrial Organization 
pats the case in favour of the piece-wage system on grounds which his 
practical insight has helped him so accurately to gauge, viz. that 
" After a good deal of experience with thousands of piece-workers it 
has been found that from five to ten per cent have a natural gift fbr 
speed, and will always earn about 20 per cent above the average upon 
whatever process they are engaged. These workers pay the employers 
best and should he encouraged, and an enlightened employer will never 
grudge the extra money they earn." 

Importance of Accurate Time Recording 

In connection with the above discussion we notice how important 
it is to provide for an accurate recording of time in a manner which is 
satisfactory both to the employer and the employee. The modem 
factories and mills use the latest devices for ihis purpose, known as 
" Time Recording Clocks Each workman is given a number which 
number is-printed on a card and placed in a rack at the entrance to 
the works under the supervision of the gate-keeper. On arrival the 
workman takes his time card bearing his number from the " out rack 
and after placing it in the " in " rack, presses a button or depresses 
a lever, with the result that the time of his arrival is duly recorded upon 
the card. Thus a glance at the " dut" rack will give the numbers of 
the cards of employees who are either abgept or late in arrival at a 
particular time. In case of late arrivals, the machine begins to print 
the time in red ink, and thus the late arrivals are distinguished on the 
cards from those who arrived in time. Intensive supervision has to be 
maintained, in order to see that the workman does not oblige a friend 
who is absent or late by using his card, and thus cover a late 
arrival or absentee. Frequently, with a view to preventing this trickery, 
the arrangement is that the workman has to hand over his card to the 
gate-keeper, who has to place it in the machine and get the tifne 
printed on the said card. The same procedure' will be followed at the 
time of leaving the factory, either during the day or at night ; apd the 
cards will then be replaced in the " out" rack after the tinte of depar¬ 
ture is recorded on them. There are, of course, different makers 
offering different types of time clocks ^nd machines, and each factory 
selects one which is suitable to its requirements. 
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The other method is where numbered discs are used, and each 
workman as he arrives takes his own numbered disc from the out 
board and hangs it on the “ in " board. These discs are all collected 
after the time fixed for the arrival of all workmen has expired and the 
" out " board is removed, so that every workman who arrives late has 
to obtain his disc from the gate-keeper or time-keeper who takes note 
of the exact time of arrival of the said workman. This is of course 
an old-fashioned system: the time recording clocks, being the latest 
and most modem method, are now universal in all advanced factories 
and workshops. 

TIME AND PIECE RATES COMBINED 

The merits of Progressive Wages and Premhim Bonus 
Systems of Wage Payment 

Other employers besides Mr. Cadbury have discovered that a 
certain percentage of workmen have a special capacity for speed, and 
will always earn about 20 per cent above the average if they are given 
the chance to do so. What is more, even the average workman seldom 
gives the best result of his work to the employer unless some incentive 
is offered to him to do so. They had recourse to the piece-wage system 
described above as an improvement on the day-wage method of 
remuneration. One of the objections to the piece-wage system was 
that the employee was not guaranteed any minimum wage, and in 
cases where the supply of labour was abundant, the piece-wage rate 
was so lowered that it led to swi?ating and other evils. Workmen's 
associations and trade unions began to object to the piece-wage system 
pure and simple, and agitated for a guarantee of a fair minimum wage 
in connection with certain trades. This gave rise to a number of 
systems of wage payment which technically came to be known as the 
" Progressive Wage " systems, or Premium Bonus methods of pay¬ 
ment, under which the employee, besides being guaranteed a minimum 
wage, the amount of which is based on a certain time occupied by 
him, is promised an extra reward in case the output in that time were 
to exceed the standard laid down. This reward was to be either a 
fixed amount or in proportion to the actual extra output. To cite an 
example, suppose in an engineering workshop a workman were to be 
employed to produce valves. Here in the event of his producing a 
larger number of valves than the standard laid down for a fixed 
number of hours, he gets, besides his usual time-wage, so much extra 
for each extra valve produced. The standard of production laid down 
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IS based more or less on the basis of approximate output which an 
averagely efl&cient workman was expected to produce in the usual 
course. In England this system takes various forms. There is the 
system as above described under which the extra payment is made in 
proportion to the extra output. In other cases a fixed bonus, or pre¬ 
mium, is paid for exceeding a certain minimum production laid down 
for a fixed time. In the latter case, the standard of production laid 
down IS usually high, based as it is on the average output of a first 
class workman, and the object is to encourage every workman to 
attain that standard. The employee no doubt gets his usual time- 
wage, whether he attains that standard or not, but if he does attain 
It, he gets in addition the prescribed bonus. There is a further modi¬ 
fication of this system under which a sort of race, or competition, 
among workmen is introduced, by which the workman who brings out 
the largest output of all others during a certain time, is given a certain 
reward, and it is thus hoped that by making all the employee? work 
and strive to secure the prize, the general output may be largely 
increased. Efficiency is also sought to be improved by other methods 
under which a workman is given an additional reward for an improved 
quality of production. Waste in raw material is also prevented by 
offering premiums or rewards for saving in the use of raw materials. 

To put it briefly, all these premium or bonus plans have as their 
objective the quickening of production, and constitute a combination 
of the normal day wage and piece rate ; but the bonus or premium 
is calculated in the terms of hours saved. The different systems differ 
mainl}^ on the principle of calculating bonus, and also as to the basis 
on which the advantage of saving of time is assured between the work¬ 
man and the employer The most prominent method employed is to 
fix a standard time in which a specified job or a portion must be 
performed, and if the workman performs it within a shorter timd, a 
specified proportion of the value of time thus saved forms the stand^ird 
of calculation of the bonus which is to be paid to him. The most 
prominent of these systems are the Halsey, Taylor and Rowan pre¬ 
mium plans. 


The Halsey System Wage Payment 

The niethod commonly known as the Halsey system, after its 
inventor, Mr. Halsey, is one under which a standard output, based 
on an average workman's result of past efforts is laid down, and every 
workman who produces that much, within the time laid down, is 
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' rewarded according to the actual time saved. This system encourages 
cveiy workman to try his best to earn the premium. In laying down 
this standard, care must be taken to fix an output which is a fair one, 
which an aVerage workman generally produces: as otherwise^ if too 
high a standard is laid down, the majority of workmen might lose 
heart after having vainly tried to attain the safne by repeated efforts, 
and may give up tiying to increase their output or raise their speed. 
The premium fixed should also be moderate and not very high, as 
otherwise, the employees may begin to earn very high premiums to 
the detriment of the employer, who will find it very difficult to improve 
matters by trying to cut down the rate. It is always easier, and 
more encouraging, if a moderate rate of premium is gradually 
increased as circumstances permit, but the cutting down of a rate, 
which was through a mistake originally fixed at a higher scale, strikes 
at the root of efficiency and leads-to heart-burning and troubles. In 
the words of Mr. Halsey " If the premium be cut, the workmen will 
rightly understand it to mean, as under the piece-work plan, that 
their earnings are not permitted to pass a certain limit, and that too 
much exertion is unsafe. The very purpose of the plan is to avoid 
this by so dividing the savings between employer and employee as 
to remove the necessity for cutting the rate, and hence enable the 
workman's earnings to be limited only by his own ability and activity. 
The baneful feature of the piece-work plan is thus completely obviated, 
and instead of periodical cuts, with their resulting ill. feeling, the pre¬ 
miums lead the workman to greater effort, resulting in a constant 
increase of output, decrease of cost and earnings." 

The Rowan Premium Plan 

Under this system the workman is guaranteed a minimum, which 
is his daily or hourly rate of wage on the time system, and there¬ 
after, for eveiy piece-work, or job, or portion assigned to him, a 
standard time is fixed for its completion and if he completes that 
work within that time, the bonus will be paid on the basis of the 
time actually saved. The premium is actually the proportion of the 
time actually taken to perform the job which the time saved bears to 
the standard time allowed to the job. The Rowan system is less 
favqurable to the workmen while compared with the Halsey system*, 
as it is possible, under the Halsey system, to earn a higher wage, 
because in this system the worker receives a fixed percentage of 
increasing sum ; whereas in the case of Rowan, the bonus is an 
increasing proportion of a decreasing sum. 
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Thus in the case of the Halsey plan, supposing that the standard 
time fixed for the operation is lo hours and the actual time taken is 
7 hours, the workman receives his usual day wage for the actual 
7 hours for which he worked and in addition he is paid a certain fixed 
percentage, say 30 or 40 per cent, of the time actually saved, by way 
of bonus, the time saved being three hours. The 40 or 45 per cent 
of the wage payable for three hours which the workman has saved 
will be paid. 

In the case, however, of the Rowan plan, if the time fixed is 
10 hours, and the workman completes the work in 7 hours, the time 
saved is three hours, which works out at 3 /ioths of the standard 
time, viz. 10 hours, and the premium payable is based upon 3 /ioths 
of the time taken, viz. 2.1 hours. 

Where, however, the time saved is greater, as in a case where, 
out of 10 hours fixed for the work, the workman performs same in 
four hours, the Rowan plan gets him a lesser total remuneration than 
the Halsey plan would do, as the following calculation taken from 
Mr. W. W. Bigg's Cost Accounts would show: — 

Halsey Plaii 

Hourly rate for time taken—4 hours @ Is. 6 <i .. 6 s. 0<L 

Time saved .. .. .. .. .. 6 hours 

Worker will receive 4 hours’ wages plus 50 per cent of the 
time saved by way of bonus, i.e. a further 3 hours’ wages. 

Total remuneration—7 hours @ Is. 6 d. .. .. 10s. 6 d. 

Rowan Plan - 

Hourly rate for time taken--4 hours ( 3 ) Is. 6 d. .. 6 s. Od. 

Time saved .. .. ,. .. .. 6 hours 

Proportion of standard time—six-tenths. Premium—six- 
tenths of time taken, I.e. six-tenths of 4 hours .. 2.4 hours 

Total remuneration ( 6 s. Od. 4 - 3s. 7.2d.) .. .. 9s. 7.2d. 

It will be interesting to take the calculations given by the same 
author in connection with the lesser number of hours saved under 
both systems as under:—. 

Halsey Premium Plan 

Standard time for given operation ., .. .. 10 hours 

Hourly rate of wages ,. . • .. .. Is. 6 d. 

Actual time taken .. .. .. .. 7 hours ^ 

Worker will receive 7 hours’ wages plus, say, 50 per cent of 

the time saved by way of bonus, i.e. a further one and a 
half hours* wages. 

Total remuneration—hours ® Is. 6 d. 


.. 12 s. 3'd 
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Thus a saving in direct wages of 2 s. 3d. is effected by the emplosrer, whilst 
the rmployee enjoys an increase of over 22 per cent on his hourly rate of wages. 


fiowan Premium Plan 

Taking the details given for the Halsey Plan .the worker^s wages and 
premium would be as under:— 

Horn ly rate for time taken—7 hours @ Is. 6 d. .. .. lOs. 6 d 

Time saved .. ,. .. . i 3 hours 

Proportion 9 ! standard time—three-tenths. Premium— 

three-tenths of time taken .. .. .. 2 JL hours 

Total remuneration ( 10 s. 6 d. -f 3s. 1.8d.) .. .. 13s. 7.8(1 


The Taylor System 

Under the Taylor differential piece-wage system, invented by 
Mr. Fredrick N. Taylor, a standard of work is laid down which a 
.first class workman is expected to produce or finish within a certain 
time. If the workman Wishes the work in that time he is given 
rapid promotions. If, on the other hand, he fails in that attempt, 
his wages are proportionately cut. Here, of course, the daily task is 
dearly laid down for each man, which standard is arrived at after 
much care and deEberation and the main object of this system appears 
to be to encourage the best class of workmen, as opposed to inducing 
those Of a lower calibre to improve themselves. ' 


COLLBCnVB WAGE PAYMENT SYSTEMS 

The various forms of remuneration of workmen as deah with 
above are shown as appEed to individual workmen. These methods 
are improved upon, and a group of workmen is made to work on 
methods which are more or less applications of the system described 
above ; the only difference being that they are appEed to groups 
instead of to individuals. They are known under designations such 
as (i) collective task-wage, ( 2 ) collective piece-wage and ( 3 ) collective 
progressive-wage. 


CoUecrive Tadc-Wage 

Here a group of workmen is given a set of work which is to be 
finished by a fixed time. If they complete the work within the time 
allotted, they are paid the amount of wage agreed to. If, on the other 
hand, they fail to complete the same, their wage is proportionately 
cut. There is a further stipulation that no extra payment is to be 
given for the excess produced. 
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G>llective Piece-Wage 

Here, also, the piinciple as applied to the piece-wage system 
described in the case of a smgie employee holds good. The difference 
is that a group of workmen are carefully selected to do a set piece 
of work, and they are paid a lump sum in proportion to the actual 
production turned out. Thi^ lump sum is divided among the indivi¬ 
dual members of the group, in proportions fixed beforehand according 
to the nature of the work on which they are employed. This method 
of remuneration is largely applied in Europe and America in the ship¬ 
building trade, glassworks, dockyards, etc,, with excellent result. 

Collective Progressive Piece-Wage 

Under this method, a group of employees, whether of equal merit 
or otherwise, is employed at fixed wages at so much per day or week. 
A minimum production for each group is laid down, which, if exceeded, 
entitles the group to a premium proportionate to the excess. This^ 
premium is divided among the workmen according to the recognised 
merits of each member of the group. The wages fixed per time must 
be paid, even where the requisite minimum is not reached. Further 
modifications of this system are also in work, with which we need 
not deal here. 

The Collective Cost Pfemium Bonos Scheme 

Here the standard cost of materials, day wages, and such {propor¬ 
tion of overhead eJ5)enses as it is possible for the employees to 
influence as regards the reduction in cost, is taken. If the actual cost 
as worked out falls below the standard thus arrived at, a proportion 
of this saving is treated as a bonus, to be paid to the employees. 

Tewne Gain-Sharing System 

This system is named after Mr. H, R. Towne, who was the first 
to introduce it. Here, half of the reduced cost of labour, calcoMted 
on a proper standard output, and based upon previous results, is dis¬ 
tributed by way of bonus among the workmen, including the fore¬ 
man. The foreman gets a certain percentage as fixed in advance, and 
the balance is divided among the workmen engaged in the operation. 
It is said that as this bonus is paid half-yearly, it loses some of its 
importance as an incentive to individual workmen , though it is 
admitted that the fact that the foreman gets a share of it tends 
towards co-operation between the foreman and the workman. 
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Pfie^man^s Productioii Bmum 

In this case the standard production per week is arrived at, and 
is valued in so many points for each class of manufacture. If the 
output of ahy week happens to be above the standard thus laid down, 
a bonus is distributed among the employees after calculation of the 
value of the points in excess. 

VARYING ASPECTS OF PROFIT SHARING 

Profit sharing is a system under which the capitalist allows his 
labourers a share in the profits over and above their wages. It is 
thus attempted to give the workmen a direct pecuniary interest m 
the profits made by the enterprise and thus stimulate their efSciency 
all round. They are thus likely to waste as little time, raw material 
and motive power as possible, and try their best to save tools and 
machinery. The net result of their eftorts, it is, expected, would more 
than compensate the employer sufficiently for the amount paid out as 
profits to workmen. The original inventor of this idea is said to be 
the French house-painter M. Laclaiie, who calculated that if he could 
make his employees waste less time, and economise the use of raw 
materials and tools, he could effect a net saving of over £3,000. He 
offered to pay a portion of it to his workman as a share in the profits. 
These profits are either paid out yearly, or'a portion, or the whole 
of it, is placed to the credit of the employee to create a sort of provi¬ 
dent fund, which has the additional merit of preventing him from 
leaving the service of his master. According to Mr. Sedley Taylor, 
the increased activity of the workman, his greater care of tools and 
materials entrusted to him, and the consequent possibility of saving a 
considerable part of the cost^f superintendence, enable profits to be 
obtained under a participating system which would not accrue under 
the established toutine. If these extra profits were to be wholly divided 
among those whose labour produced them, the employer would still 
be as well off as he is under the existing system. But assuming that 
he distributes among his workmen only a portion of this fresh fund, 
and retains the rest himself, both he and they will, at the end of the 
year, find their account in the new principle introduced into their 
business relations." 

The usual method employed is to fix a reserved limit out of profits, 
which is to be apphed towards the pa)anent of partners or proprietors 
of the concern by way of their share of profits, in consideration of their 
capital employed, plus salaries for the actual services rendered by them 
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as managing partners, li the said reserved limit is exceeded, the 
employees diare in the excess as arranged. 0£ course, much would 
depend on this reserved limit, and great care and careful calculations 
on the basis Ot past experience have to be gone into, before arriving 
at a limit which will be fair to both parties. In other concerns, instead 
of providing for a division of profits among the employees in general, 
as of the whole establishment, it is arranged to divide the business into 
departments, and then to prepare a system under which the employees 
are given an interest in the profits made, which are calculated on the 
basis of the working of each department. 

There are other cases, where the employee is made to purchase a 
share in the capital in one form or other by permitting his profit bonus 
to be credited to him, instead of being paid out in cash, until a certain 
minimum is collected, after which, the excess is allowed to be drawn 
out. This takes the form known as profit-sharing and co-partnership. 
Mrs. Fawcett speaks of the instance of the Metropolitan Gas Company 
in this connection as follows :—"In the year (1899) the managing 
director and chairman of the company, Mr. (now Sir) George Livesey 
conceived of the idea of profit-sharing or co-partnership as a means 
of securing mutual confidence between employers and employee, and 
of inducing the men to take a real interest in the welfare of the com¬ 
pany. The Gas Workers' Union and Coal Porters' Union had lately 
been formed, and the companies were continually harassed by what 
they felt to be unreasonable demands on the part of these Unions, 
and also by the evidence of hostility and antagonism which they 
constantly displayed. In October 1889, Sir G. Livesey made to the 
whole of the workmen, numbering about 3,000, the foUov/ing offer: 
those who would sign an agreement to work upon given terms for 
twelve months were offered a share in the profits of the company in 
the form of a percentage on their wages ; and in order to make the 
advantage of this offer at once a tangible reality, its effect was to be 
retrospective ; that is to say, the company, in October 1889, offered 
to every man who accepted the agreement, and who had been three 
years in their service, a bonus of 8 per cent calculated on one year's 
wages ; thus if a man were receiving 30 shillings a week, he would, 
if he accepted the company's terms^ be at once credited in their books 
with a sum of ratl^pr more than £6 ; and besides this he would in 
future participate in the profits earned in proportion to his wages. 
About 1,000 out of 3,000 men employed by the company, accepted 
this offer, and the sum credited to them by the company amounted 
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to £ 8,000 ; the participation in profits by the workmen gave 

them a direct pecuniary interest in trying to make gas as cheap 
as possible ; that is, it was a constant stimulus to them to work with 
efi&ciency and economy." According to Mrs. Fawcett " the profit- 
sharing principle has since steadily developed in this company side 
by side with its growing prosperity." 

The drawback peculiar to this system of profit-sharing is, that 
it does not give the workmen any voice in the management, and that 
under it the more capable workmen receive the same remuneration 
as that paid to the less competent, a factor which is likely to dis¬ 
courage superior men. According to Dr. Shadwell (Industrial Effi¬ 
ciency) '' From the efficiency stand-point it is not so bad economi¬ 
cally as ordinary time-wage condition because the earnings of all alike 
depend directly upon their exertions. It does not differentiate between 
individuals according to capacity." 

To summarise, the advantages are : 

(1) this system reduces friction and tends towards co-operation between 
the labour and capital, 

(2) the workmen being interested in the profits, there is less waste of 
material, fuel, power, etc., and greater care in the use of machinery 
and tools, 

(3) intensive supervision is unnecessary and thus supervision costs are* 
reduced, 

(4) the incentive thus created results in improvement and increased 
efficiency of the workmen. 

The disadvantages are: — 

(1) that this system has a tendency to break the solidarity of trade 
unions, because the workmen engaged in profit-sharing groups begin 
to look upon their own group as a unit to be reckoned with, and 
disregard their unions. The resultant effect of which is the attitude 
of workmen opposed to profit-sharing schemes, 

(2) where profits are not sufficiently large, incentive may be absent and 
the scheme is likely to fail, 

(3) unless the management is sufficiently efficient, the fruits of the 
workmen’s efforts towards larger profits may be destroyed through 
managerial inefficiency, 

(4) unless an arrangement is made for calculation of profits at short 
intervals, the incentive may fail. 

CO-PARTNERSHIP OR COMBINED PROFITS AND 
CONTROL SHARING * 

la the case of co-partnership proper, workmen are represented on 
the board of management and receive a share of profits. According to 



Industrial Management and Labour Efficiency 353 

Mr. Chapman in his book on Outlines of Political Economy, * * it implies 
both control-sharing and profit-sharing *'. Co-partnerships have met with 
greater success than productive co-operation or profit-sharing pure and 
simple. This system has proved most successful in business where a 
constant change of workmen is detrimental to the efficiency and success 
of the business ; and it is claimed for it that it creates an interest in the 
business among workmen of a much higher order than that created bv 
the other systems dealt with above. 

With reference to co-partnership, it may be noted that on redeeming 
feature happens to be that here the workman can, through investment of 
the profits distributed to him as a bonus on a profit-sharing scheme in 
shares of the concern, become both a proprietor as well, as a sharer in 
profits, in addition to his position as a workman. As against that, it 
should be remembered that in most cases, the share which comes to an 
average workman is too small to enable him to hold a sufficiently sub¬ 
stantial number of shares to get eflective control by way of voting power 
in the company concerned. The other argument against this system is, 
that it is dangerous for a workman to invest all his saving in one con¬ 
cern, in which he is serving because failure of the concern may deprive 
him both of his job and his savings. Great care has to be displayed in 
connection with the distribution of these profits among workmen 
according to their efficiency and class, in order to avoid dissatisfac¬ 
tion and agitation on this score. The usual method followed is to 
base the share of the workman's salary or a compensation of salary 
on the length of his service. There are other cases where percentages 
are fixed on the basis of the posts held ; such as managers, foremen, 
workmen, workwomen and boy employees. 

THE MINIMUM WAGE 

Labour has generally agitated for what is called a " minimum 
wage ", and, looked at from both humanitarian as well as national 
standpoint, there is no doubt that sweating of labour, as such, should be 
prevented. The difficulty only arises in case of industries where what 
may be considered a minimum wage cannot be imposed without closing 
down the industry: and here too, there are of course, differences of 
opinion. It is generally, however, accepted, that a reasonable standard 
of living should be maintained, from the standpoint of the general 
health and well-being of the employee concerned and the class of work 
he is doing. Many industries have, by agreement, arrived at a standard 
of minimum wage based on the output ; and it is said that in the cotton 



354 Business Organization 

txade in England, where the trade onions are generally strong, the 
same has been agreed to. There axe other trades where legislation had 
to be enacted with a view to imposing compulsory minimum wages. 
The advantages of fixing a minimum wage are obvious. The most 
important is, that it prevents sweating. The disadvantages claimed 
are on the ground that the fixing of a minimum wage may tend to 
make it a maximum wage. The other objection is, that as this minimum 
wage must, of necessity, differ from place to place in accordance with 
the cost of living, etc. the standard of wages may also fluctuate in spite 
of there being a fixed standard of wage all roimd. In India we were 
confronted with a similar difficulty in the effort of the Congress Govern¬ 
ments to fix a minimum wage in coimection with the cotton textile 
industry. Our difficulty is, that if a wage were to be fixed, applicable 
to the whole of India, a province where labour is particularly dear 
might be taken as a standard, and the industry in other provinces might 
have to pay that high wage also. This standard wage is wiiat is sought 
to be achieved by the management in the industry, because it is 
naturally afraid that if, in one province, or even in one town, the 
minimum v;age is fixed at a much higher rate than in other provinces 
or other towns, the industry is likely to migrate to the province or town 
where conditions are easier. The other difficulty with which we are con¬ 
fronted in India, is that there are our Indian ruling States where labour 
legislation either does not prevail, or prevails in a more or less irregular 
fashion: and that any enforcement of an exceptionally high minimum, 
or even living wage standari may tend to drive the industry outside 
British India. 


THE LIVING WAGE 

A living wage has been defined differently, but according to the 
author, having studied the differing opinions, a living wage is a standard 
arrived at embracing the necessaries of life, plus certain amenities 
considered necessary for weU-being of labour, having in mind the 
peculiar position of labour of a particular denomination. It should be 
a wage which acts as an incentive to the workman to work and produces 
sufficient, in quality and quantity, to justify the payment of such a 
wage by the industry in which he is qpaployed. However, it must not 
be forgotten that in a country like ours, where labour is mostly illiterate, 
a method of payment of a living wage, as well as calculations by which 
one can fix that wage, will naturally have to be considered from a 
different standpoint from those prevailing in advanced countries of 
Europe and America. The living wage when paid to an educated or 
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literate workman is naturally utilised for healthy living, as well as 
various comforts and amenities, plus a saving for a rainy day ; but it 
is the experience of European and American countries, that where such 
a hving wage was paid to an illiterate and backward claiss of labour, 
it was wasted on vices and drink, instead of for the benefit of the 
worlonan, his family and his comforts. The other difl&culty which 
will have to be considered, and which makes the problem even more 
complicated, is the fact that in our country labour is no*t confined 
to one community or class. The Kokan labour which is largely 
employed in Bombay for example is so different in its temperament, 
outlook and methods of living from that at Ahmedabad or Sholapur. 
It may be that the illiterate workman, when paid a higher wage (i.e. 
a hving wage, which embraces in its calculation items of comfort, 
social amenities, education of children, etc.), may, instead of utilising 
the money for the various purposes for which it is given, take comfort 
in taking hohdays or absenting himself from work for so maXiy days 
in the month. Absenteeism in our mills and factories has always been 
an important problem even under the present conditions. If he did 
that, or if he utilised a p)ortion of the wage on vkes instead of amenities,, 
the object with which the living wage was paid would be defeated. In 
author's opinion, therefore, instead of the wage being paid directly 
to the workmen in full, some arrangement must be made, either through 
the recognised trade unions if that is possible, or through the employers' 
associations for supplying these amenities in kind: for which a per¬ 
centage may be deducted from the said wage for the purpose of meet¬ 
ing the expenses of such amenities. One of the elements of efl&ciency 
of labour is regulaxity of attendance, and car© should be taken to see 
that nothing is done which is likely to destroy that most important 
element in the interest both of labour and industry. 

PLANS FOR LABOUR’S PARTIOPATION 
IN 'MANAGEMENT 

We have considered various schemes devised with a view to bring¬ 
ing harmony and satisfaction among workmen, and thereby to induce 
them to co-operate with their employers to the benefit of both. There 
are, as we have seen, profit sharing and co-partnership schemes , but 
the industrial organization has^ gone much further and has tried, if 
possible, to give the workmen a chance to participate in the manage¬ 
ment in one form or other, with a view to making them understand 
and appreciate the difficulties of management. Usually the workman 
has no worries of management after he leaves his work for home, but 



356 Business Organimtion 

I the manager, virtually speaking, is worried over the problems of his 
own oflSce for the twenty-four hours of the day.' This fact is not 
usually appreciated by labour and jealousy of the management is most 
common. Leaders of industry have sought to remedy this by some 
method or device, and thus we have the different forms of participation 
between labour and management. 

The CoimcU Plan 

This organization is devised more or less on a political organiza¬ 
tion basis. For example, there is what is called the " House which 
is elected by the labourers ; a superior group known as the Senate ", 
is elected by a foreman ; and at the top of these two is the " Cabinet ", 
made up of executives. The "House", made up of labourers, is 
invited to make recommendations which pass through the " Senate ", 
with its observations and remarks if any, and ultimately find a resting 
place in the Cabinet, which carefully considers the propositions, and 
gives effect to them wherever possible to the advantage of the con¬ 
cern. It is said that this system has one defect, inasmuch as separate 
groups of workmen are not brought together in one large group, where 
exchange of ideas between the foreman, workmen as well as execu¬ 
tives may be made. 


The Committee Plan 

We thus arrive at what is called a " Committee Plan ", under 
which the representatives of workmen, foremen and the executives meet 
together and discuss the problems of the work. Thus a humble work¬ 
man may be brought face to face, on equal footing, with the highest 
executive, and is given a chance to consider the managerial difihcul- 
ties and problems, as well as to put before the principal executive his 
own point of view. This bringing together of workmen and foremen 
with the management is said to be most advantageous from all points 
of view. A satisfied workman on this Committee goes back and 
explains the position of the management, and its difficulties to his 
fellows ; and thereby brings satisfaction and harmony, and avoids fric¬ 
tion and misunderstanding, which are the causes of industrial disputes. 

COMMBRaALISATION OF LABOUR 

Under this system the manufacturer contracts v/ith the trade union 
for a certain quantity and quality of production at an agreed price. 
The manufacturer provides the factory, machinery, plant, raw material 



Industrial Management and Labour Efficiency 357 

and skilled supervision, and the union finds and pays the labour. The 
drawback in the working of this system according to Dr. Shadwell is 
that, " it lacks fhe distinctive advantage which attaches to profit- 
sharing. This lies in giving to the wage-earners a direct interest in 
the success of the undertaking as a whole, which is quite a different 
thing from the differential incentive of the individuals. The latter 
elicits the best effort of each man by paying him accordingly, but it 
offers no incentive to him to promote the interest of the whole by 
care of machinery, for instance, or by economy of power or raw 
material. It may even tempt him to be particularly extravagant or 
careless about these things in the effort to increase his own output 
The main object sought to be attained by this method of remunera 
tion is to avoid all possible cause of friction between organized labour 
and capital by leaving in the hands of the trade union the work of 
remunerating each individual workman. 

HOUSING OF WORKMEN AND LOCATION 
OF WORKS OR FACTORY 

The housing of workmen is no doubt one of the most important 
factors of health and the continued state of physical fitness. This is 
now receiving greater attention than it did in the past, and the modem 
factory planning takes this factor increasingly in calculation. Now¬ 
adays the founders of factories locate them in the most advantageous 
site, in which the convenience of market, power, transportation faci¬ 
lities, labour and raw material are taken carefully into account. For 
example, in an industry engaged in the work of the canning of fruits and 
vegetables, the factory location has to be arranged in a place which 
is situated within as easy a reach of the sources of supply as possible, 
whereas, in the case of iron industries, the works have to be planted 
in the vicinity of the mine, as the transportation of a large quantity 
of raw material to any appreciable distance would involve a heavy 
burden on the cost of production and manufacture. Where factories 
and works have necessarily to be located in centres which are far away 
from the centres from which labour can be recniited, special arrange¬ 
ments have to be made for the housing of the employees who are 
brought from long distances. In other types (fi industry, like the 
cotton or woollen industry, the cost of transportation is so compara¬ 
tively light, that the factories for the working of such industries are 
located far away from the centres of production of raw materials. 
In such cases the manufacturer generaUy prefers suburbs to the city 
or the countryside. The city offers, no doubt, an advantage in the 
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sense that skilled, as weU as unskilled labour, is generally obtainable 
in good quantity, because there a'feimily made up of grown-up people 
as well as children can find situations suitably to each ; which a location 
far away from the city will not admit of, particularly where the factory 
is isolated from other industrial enterprises. The city location entails, 
however, higher rent of land and building compared to that in the 
country, and thus, the factory buildings have to be cramped for want 
of space, and on other considerations of economy. The location of 
industries in the city also gives rise to objections on the question of 
the general health of its population, with the result that, as the cities 
,go on expanding, factories and works are forced, through the action 
of the local authorities, to move out of the centre of population. The 
housing accommodation for employees in the city is also far from 
being satisfactory. 

The countryside offers comparative advantages from the point of 
view of cheapness of land and site, and the wages, too, are generally 
cheaper. The difficulty experienced is that skilled and superior labour 
is reluctant to reconcile itself to an isolated existence in the country¬ 
side, and in order to make their prospects more inviting, high salaries 
have generally to be provided for this class of labour. 

.The suburb, however, combines the advantages of a city as well 
as a country location. Its situation in the vicinity of a city makes it 
-more acceptable to skilled labour. The land and site are compara¬ 
tively cheap. It also affords sufficient opportunities for recreation in 
the open fields, where the workmen can settle down in a sort of a 
garden city built for them, enjoy plenty of fresh air and take part 
in outdoor games during their leisure hours. Thus the chances of 
degeneration of the labouring population, as marked in connection 
with all city industries, can also be minimised. A model factory town 
should, according to the best authorities, be built or allowed to grow 
up in the suburbs, particularly in connection with industries where the 
location has not, as in the case of ind&tries like the mining industries, 
to be compulsorily fixed far away from the centres of population. 

In older forms of industrial organization, however, where the 
industries are located in towns and cities, the housing accommodation 
for workmen is unfortunately left to be provided for by investors, who 
specially build these houses for profit, and try to make their invest¬ 
ment as paying as possible. The commercial zeal of the investors of 
this class has frequently led to the building of houses on plans where 
modem sanitary principles are, for the most part, neglected. In 
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Bombay we have number of buildings used by our workir^j classes 
as residence which in other advanced countries would not be tolerated 
for a day. Not only are these chawh far from being sanitary from 
a modem standpoint, but they are also woefully overcrowded. This 
is no doubt most adversely affecting the health of our workmen, with 
consequent injury to the efi&ciency of our labour. Nothing could be 
more desirable in the interest both of efficiency and industry, than to see 
these insanitary houses giving place to buildings on up-to-date plans 
specially built for our workmen. In Europe this ideal is being rapidly 
attained, according to Dr. Shadwell, as follows : — 

(1) Self-help.—Agencies which include building societies, co¬ 
operative societies, friendly societies, etc., started by the working 
classes themselves, through the help of various labour organizations 
that have grown up in connection with the various industries there. 

( 2 ) Philanthropy —which is represented by the employers of labour 
who voluntarily provide cheap and sanitary buildings for their work¬ 
men at moderate rents. 

( 3 ; Socialism—wliich means State or Municipal efforts at providing 
cheap residences for the working classes within easy reach of industrial 
centres. 

All the abovenamed agencies are at work in Europe and America, 
where labour finds increasing facilities with regard to its housing. The 
English and American working classes, however, are gradually get^ng 
so well organized in their countries, that in course of time State help 
or philanthropy will have very little to do, as they are, in return 
for an adequate higher wage, attempting to provide their own housing 
as well as welfare institutions. The beginning was no doubt made on 
the patriarchal system, which is giving place to self-help. Our work¬ 
men will have to be helped along in the same manner. The patriarchal 
system, in the form of employers' philanthropy and State-help, will 
have to be the starting points with us, as in Europe and America, until 
our labour arrives at that stage of advancement and organization, 
when it can be looked upon to provide its own wants in this direction 
by self-help. To quote Dr. Shadwell once again a patriarchal order 
of things existed before the organization of society came about.'* 
" The labour in Europe demands today not favour but justice, not 
gifts but a fair share of takings, with the means and the opportunity 
to nrovide its own welfare institutions. This is indeed a sound, whole¬ 
some and proper aspiration, inseparable indeed, from the organic 
development of society. Nor is it one to which, the benevolent cab 
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object, for benevolence includes justice and liberty. Those who wish 
well to others, wish them at least that. What an honest benevolent 
employer really aims at, is justice. In the older state of society it is 
attained in one way, in the newer, in another." That is a state of 
afiairs far off from the reach of un-organized, illiterate and relatively 
backward labour. At present our Indian labourers badly need the 
sympathetic and nursing care of their more enlightened countrymen, 
particularly their employers, who are no doubt in a position to assist 
them in a large way in this direction, in the common interests of labour 
in particular, and that of the infant industries of India in general. 

The Bombay Industrial Disputes Committee on Labour Housing 

The report of the Bombay Industrial Disputes Committee, when 
dealing with the housing problem, \7iys great stress on this point. They 
are in favour of provision of housing accommodation by the State 
rather than by the erhployers because, according to them, " the 
employer is not the ideal house builder, if for no other reason than 
because it makes his employee doubly dependent on him—-dependent 
on him for his wage and for his home. In cr'se of dismissal he loses 
both." The Municipality, the Improvement Trust, the Development 
Directorate are asked to huny up, and according to the Committee 

the need is so great, the city is growing so fast, that no effort can 
be spared to quicken up the buildivig programme." Even the 
employers, whose "special responsibility" is also acknowledged in 
this direction, are urged to co-operate in building residential quarters 
for their employees on easy terms. Buildings built by the State aie 
to be provided for by public taxation, and it is but fair that the 
employers \vho benefit directly from the results of labour of their 
employees, should be made to share as large a portion of the burden 
as can be conveniently assigned to them. As we have already staled 
at the present stage, our labour must accept " the patriarchal order 
of things " as a temporary step, till it reaches a stage when, as in 
England, it can ask for "a fair share of takings " and build its own 
houses, out of its own increased income, on co-operative and other 
basis. By carefully studying the experiences of English and Ameri¬ 
can industries, and thereby avoiding errors, we can expedite our 
progress in this direction. 

LOW COST OF LIVING MILITATES AGAINST EFFICIENCY 

This element also plays a significant part, both in the determina¬ 
tion of the standard of an adequate " living wage " for workmen, and 
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the building up of their physique. It is no doubt to the interest of 
efl&cfency of the industries concerned that the necessaries of daily life, 
particularly articles of food and clothing, should be procurable by 
working classes at the most advantageous rates. It is hardly neces¬ 
sary to state that well-fed, properly clothed and adequately housed 
lobour is generally able to maintain its standard of efficiency at a 
uniformly high standard. If, therefore, these necessaries are pro¬ 
curable at rates which are most advantageous from the point of view 
of labour, the wages of labour are also likely to be cheaper. In those 
locations, particularly where owing to the plentiful supply of labour, 
wages are rather low, the physique of workmen generally deteriorates 
owing to the want of sufficient nourishment, the insanitary conditions 
under which they are forced to live and the inadequate protection 
afforded by cheap garments in cold and damp weather. In such locaiions 
the need for an organized effort with a view to supplying these necessa¬ 
ries in a form most wholesome, as well as cheap, is no doubt greater 
when looked at both from the moral as well as materialistic stand[x>int. 
The employers of labour realised this in European countries some years 
ago, and started special ships and stores where foodstuff and clothes, 
suitable to the requirements of the working classes were offered for 
sale at wholesale rates. This movement at a later stage developed 
into an effort to supply its own wants, on the part of organized 
labour itself, with the result that co-operative stores run by labour 
associations ^re quite a familiar adjunct to modem industrialism. 

The cost of living of our Indian labour is perhaps the lowest, when 
compared to any other industrial country, in the world. The effect of 
this on efficiency has been already dealt with in the early part of this 
chapter. Grain and cloth shops for the working classes, which have 
been opened under the patronage of well meaning employers have 
done an amount of good. Tlie difficulty experienced in this regard, 
at least in Bombay, was largely due to the system of borrowing pre¬ 
vailing among the working classes, w^hich kept them perpetually indebted 
to the grain dealer, who also acts as money-lender. These grain dealers 
supply grain, even cloth in some cases, on credit. They also advance 
money on interest in cases where sudden illness, or the death or marriage 
of a member of the family entails too heavy a burden on their very 
modest family budget, which amount is gradually recovered by them 
out of their wages. In order to make these workmen deal largely 
with grain shops opened specially for them by their employers, some 
system will have to be devised which would help work-hands to close 
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their accounts with money lending grain dealers, and at the same time 
secure a loan on advantageous and easy terms from their employers 
in case of contingencies of the type mentioned above. 

CONSTITUTION AND PHYSIQUE OF WORKMEN 

The physique of workmen is also one of the factors which influence 
their efficiency. Persons endowed with great vitality, and enduring 
powers, can withstand mental and physical strain for a longer period 
than those Jess fortunate in that regard. In certain class of heavy 
work, which entails lifting of heavy weights, etc,, the workmen selected 
are those gifted with strong constitutions. Even in the ordinary walks 
of life, not excluding the learned professions, a robust constitution is 
an advantage of no mean value. The items that play an important 
part in relation to the physique of a nation are, (i) climate, ( 2 ) 
care of women and children, and their mode of life, ( 3 ) early educa¬ 
tion and care taken of the average youth during his school and college 
life, ( 4 ) quality of diet and the mode of its preparation, and ( 5 ) observ¬ 
ance oi the laws of hygiene. 

The influence of climate on constitution or physique is too well- 
known to need any lengthy treatment here. In India the various 
provinces differ so widely in their climate, that we commonly see a 
particular class, or race, hailing from a particular district, enjoying a 
sort of monopoly for particular type of work for which they are 
physically best fitted. Mr, Sirkar in his book on Indian Economics, 
from which we have already had occasion to quote, states, that, " Bihar 
peasants are most industrious and patient, who have hardly any equal 
elsewhere in steadiness, intelligence and self-reliance. But in the pesti¬ 
ferous climate of Bengal and Assam they have grown rather languid 
and fond of repose. The labourers of Bombay and Upper India are 
strong and hard working." 

The influence of care on women, the mothers of the future 
generation of workmen, has already been dealt with. The same 
zealous regard must be paid for the health and well-being of children 
employed in factories, farms, mills, eic., as they are to provide our 
adult labour in course of time, and are to be the parents of the future 
generation of workmen. Various factory laws, as well as spedal legisla¬ 
tion passed for the protection of children, aim that way. AD possible 
attempts should be made for providing the best means for lecreation 
of children employed in industries, and play-grounds and special accom¬ 
modation should be provided for. Arrangements ought also to eiust 
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for imparting elementary education to this class of labour during leisure 
hours. 


ORGANIZATION OF LABOUR THROUGH 
TRADE UNIONS 

Labour has organized itself under associations and unions for self- 
Dtection as well as self-help. The very origin of the trade unions may 
traced to the early conflicts between capital and labour in Europe 
and America. Separate unions are formed in connection with each 
industry. The early history of trade unions is full of bitter struggles, 
both against the employer, and the obstacles presented by the law in 
force in those days. They have m 2 Lnaged, however, to get over all 
their dif&culties, and occupy today a dignifled position full of power 
and influence. The good influences exercised by these unions according 
to the best authorities are as follows: — 

(1) They help to keep the wages on a uniform level : and ^hat too 
according to the actual economic value. This has to a large measure 
made the employer's work easier, as in the early days on the trade 
unions the employees, seeing their power and strength as a united body, 
began to extort through strikes unreasonable wages, with the result 
that industry itself suffered, thus reacting on the workmen themselves. 
The trade unions and their leaders in Europe and America gradually 
began to appreciate the value of amicable settlements, so that today 
they hesitate to resort to this extreme course without exhausting all 
efforts to arrive at a more peaceful settlement. The author trusts that 
in India also similar conditions will be established at an early date 
through the spread of mass education and a wise guidance to labour 
by those in command. 

( 2 ) The unions also enforce a spirit of self-reliance and self-respect 
among workmen, and thus build up national character. A self-respect¬ 
ing workman disdains to receive anything by way of gift or alms, but 
wishes to be paid a fair share of takings, according to the actual work 
produced. 

( 3 ) Being united under the banner of an organized body, the work¬ 
men are able to negotiate with the employer with a status and self- 
respect. They are in a position to bring pressure on the employer to 
see that tlie' factories are kept in a healthy condition and that the hours 
of labour are conveniently arranged. They are in a position, in case 
of a grievance, to represent their case through the union, which prevents 
uan^essary fight and disi*uption of work. Any unreasonable demand 
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on the part of any particular set of workmen, when brought before a 
properly regulated union, is bound to be rejected by its committee, 
which is selected in advanced countries from the most intelligent of 
workmen who, through experience, observation and voluntary study 
of the economic situation, are able to fully appreciate the problems set 
before tliem. 

( 4 ) Formerly, unorganized labour was not able to command ^e 
advice and assistance of experts, and being itself either illiterate^r 
half-educated, could not act with any substantial result. Today the 
trade unions can get the best professional assistance, and are thus able 
to meet the employer on an equal footing. 

( 5 ) The trade unions in advanced countries are now sufficiently 
advanced to be able to undertake the work of improving efficiency of 
their members by professionalising their respective occupations, and 
]a 3 dng dov/n a standard of efficiency and experience as a condition 
precedent to full membership. Thus the " idler and the incompetent 
has no place in the Union.*' 

( 6 ) The advent of trade unions has also raised and improved the 
general standard of living among the European and American workmen 
—an advantage of no small value in countries where the systems of 
incentive piece and time wages, on the most scientific principles, are 
now in full application. 

( 7 ) Trade unions with their growing power and influence, as well 
as proper appreciation of economic condition of industries, and the 
position of the capitalist in relation to industries, have brought into 
existence conciliation and arbitration boards, composed of the repre¬ 
sentatives of both capital and labour, thereby leading to a better mutual 
understanding between these two hitherto conflicting factions. 

These are no doubt the advantages. The disadvantages, as stated 
by various authoritative writers and thinkers, seem all to arise through 
the misuse of the power of combination which these unions represent. 
A powerful union of workmen in any trade or industry, particularly in 
one like the coal mining indiKtry, may, through an unreasonable demand 
for higher wages, bring not only the coal trade, but also all other indus¬ 
tries depending on the supply of coal, to a standstill, by going on 
strike on refusal of their unreasonable demand. Thus the innocent 
workmen engaged in other industries have to suffer for the obstinacy 
of a body in whose quarrel they have no share. If this unreasonable 
body were to succeed in getting unduly enhanced wages, thereby bring- 
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ing about a rise in the price of coal, it might adversely affect other 
industries depending on coal in these days of keen industrial struggle 
between nations, particularly in foreign and colonial markets. This 
might either result in the ruin of the industries concerned, or in the 
reduction of wages of workmen therein who fhay not be equally organ, 
ized. If the workmen engaged in industries where the standard wage 
is lower, change to those where the wages have been thus artificially 
forced up, the members of the union concerned attempt to adopt the 
equally unreasonable and arbitrary course of limiting their number by 
refusing admittance into their unions, and of preventing the employers 
concerned from employing these non-unionists under the threat of a 
general strike. They also ^directly force the employer to engage a 
number larger than is absolutely necessary, through rules under which 
a superior workman is prevented by his union from undertaking a 
particular piece of work without being assisted by an allotted number 
of juniors, to each of whom the employer has to pay a wage in accord¬ 
ance with a standard fixed by the union. 

In spite of all these dangers and drawbacks, the trade unions can 
justly claim that the balance works out in their favour, and considering 
the fact that with the growing experience of these bodies, whose members 
in advanced countries have considerably advanced through the superior 
education brought within their reach in modem times, many of the 
mistakes of the past are not likely to be repeated. Today both the 
employer and the unions understand each other better, and it is increas¬ 
ingly recognized that interests of capital and labour instead of being 
in conflict ought to be identical and in harmony for the common good 
of all. 


THE STRUCTURE OF THE INDIAN TRADE 
UNIONS ACT, 1926 

* Definition of Trade Union ” 

The trade union is defined by the Act as any combination, whether 
temporary or permanent, formed primarily for the purpose of regulat¬ 
ing the relations between workmen and employers or between work¬ 
men and workmen, or between employers and employers, or for impos¬ 
ing restrictive conditions on the conduct of any trade or business, and 
includes" any federation of two or more trade unions. 

Registration of Trade Unions 

Any seven or more members of a trade union may subscribe their 
names to the rules of the trade union, and otherwise complying with 
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the provisions of the above Act, apply for registration under the Act 
to the Registrar of Trade Unions appointed by the local government 
for the province (Sees. 3 , 4 ). The application has to be accompanied 
by the^ following: — 

(1) the names, occupations and addresses of the members making the 
application; 

(2) the name of the trade union and the address of its head oflBce ; and 

(3) the titles, names, ages, addresses and occupations of the trade union 
(Sec. 5). 

The registration shall not be given unless the executive is consti¬ 
tuted according to the provisions of this Act, and the rules of the 
union provide for the following matters:—^ 

(1) the name of the trade union; 

(2) the whole of the objects for which the trade union has been 
established; 

(3) the whole of the purposes for which the general funds of the trade 
union shall be applicable, all of which purposes shall be purposes 
to which such funds are all fully applicable under this Act; 

(4) the admission of ordinary members who shall be persons actually 
engaged or employed in an industry with which the trade union is 
connected, and also the admission of the number of honorary or 
temporary members as officers required imder Section 22 to form the 
executive of the trade union; 

(5) the maintenance of a list of the members of the trade union and 
adequate facilities for the inspection thereof by the officers and 
members of the trade union; 

(6) the conditions under which any member shall be entitled to any 
benefit assured by the rules and under which any fine or forfeiture 
may be imposed on the members; 

(7) the manner in which the rules shall be amended, varied or rescinded ; 

(8) the manner in which the members of the executive and the other 
officers of the trade union shall be appointed and removed; 

(9) the safe custody of the funds of the trade union, an annual audit, 
in such manner as may be prescribed, of the accounts thereof, and 
adequate facilities for the inspection of the account books by the 
officers and members of the trade union; and 

(10) the manner in which the trade union may be dissolved. 

The precaution to be taken with regard to ( 10 ), is that the name 
under which the trade union seeks to be registered is not similar to 
that of any existing union (Sec. 7 ). On registration the Registrar 
issues a certificate of registration in the prescribed form which is con¬ 
clusive evidence of the fact that the said trade union has been duly 
registered. 
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The Registrar, of course, has the right to withdraw or 
cancel this certificate either on application of a trade union 
or the trade union concerned, or where the Registrar is 
satisfied that the certificate has been obtained fraud or 
mistake, or that the said trade union has ceased to exist, or, after 
receiving notice from the Registrar* has wilfully contravened any provi¬ 
sion of this Act. The same would be the case if the union had allowed 
any rule to continue in force which is inconsistent with any such provi¬ 
sion of the Act, or had rescinded any rule providing for any matter, 
provision for which is required by Sec. 6 (Sec. lo). The party aggrieved 
either through the withdrawal or cancellation of certificate, has a right 
to appeal within prescribed period to such Judge not below the grade 
of an additional or assistant Judge of a principal Civil Court of ori¬ 
ginal jurisdiction as the local government may appoint in this matter. 
Acts such as the Societies Registration Act, i860, the Co-operative 
Societies Act, 1912, the Provident Insurance Societies Act, 1912, the 
Indian Life Assurance Companies Act, 1912, and the Indian Com¬ 
panies Act, 1913. shall not apply to any trade union. 

How Funds of the Trade Union are to be Disbursed 

Funds of a registered trade union cannot be spent on objects 
other than those laid down by the Act, such as, 

(1) payment of salaries and allowances and expenses to its officers or 
payment of expenses for its administration including audit of accounts ; 

(2) for prosecuting or defending a legal action to which the union or 
any of its members is a party, when such prosecution or defence is 
undertaken for the purpose of securing or protecting any ri^ts 
of the union or any rights arising out of the relations of any 
member with his employer or with a person whom die member 
employs; 

(3) the conduct of trade disputes on behalf of the trade tmion or any 
member thereof; 

(4) the compensation of members for loss arising out of trade disputes ; 

(5) allowances to members or their dependants on account of death, 
old age, sickness, accidents or unemployment of such members ; 

(6) the issue of, or the undertaking of liability under, policies of 
assurance on the lives of members, or under policies insuring mem¬ 
bers against sickness, accident or unemployment; 

(7) the provision of educational, social or religious benefits for members 
(including the payment of the expenses of funeral or religious cere¬ 
monies for deceased members) or for the dependants of members; 

(8) the upkeep of a periodical published mainly for the purpose of dis¬ 
cussing questions affecting employers or workmen as such; 
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(9) the payment, trf .furtherance of any of the ohjects on which the 
general funds of the trade union may be spent> of contributions to 
any cause intended to benefit workmen in general, provided that 
the expenditure in respect of such contributions in any financial 
year shall not at any time during the year be in excess of one-fourth 
of the combined total of the ^ross income which has up tO’ that 
time accrue<i to the general funds of the trade union during that 
, year and of the balance at the credit of those funds at the com¬ 
mencement of that year. 

Constitution of a Separate Fund for Political Purposes 

The trade union is permitted by the Act to institute a separate 
fund, from contributions separately levied, for such funds: and out 
of this fund payments may be made for the promotion of the civic 
and political interests of its members in furtherance of the following 
objects: — 

(1) the payment of any expenses incurred, either directly or indirectly, 
by a candidate or prospective candidate for election as a member of 
any legislative body constituted under the Government of India Act 
or of any local authority bef6re, during, or after the election in con¬ 
nection with his candidature or election ; or 

(2) the holding of any meeting or the distribution of any literature or 
documents in support of any such candidate or prospective candi¬ 
date ; or 

(3) the maintenance of any person wh^ is a member of any legislative 
body constituted under the Government of India Act or of any local 
authority ; or 

(4) the registration of electors or the selection of a candidate for any 
legislative body constituted under the Government of India Act or 
for any local authority ; or 

(5) the holding of political meetings of any kmd, or the disUibulion of 
political literature or political documents of any kind. 

The above is subject to the condition that no member of the 
union shall be compelled to contribute to the above fund for political 
purposes, and that the union shall not have the right to exclude such 
member from the benefit of the union; or to inflict any disability by 
reason of such non-payment. Neither shall the union have a right 
to make mch oontribution for political purposes a condition precedent 
for admission to its membership (Sec. i6). 

Books of a Trade Union 

The books of accounts of a registered trade union and its list of 
members shall be open to insj>ection by any officer or member of the 
trade union at such times as may be provided for in the rules. 
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Dissolution 

When the trade union is dissolved, the notice of such dissolution, 
signed by seven members and the Secretary must, within fourteen 
days of such dissolution, be sent to the Registrar. The Registrar has 
to see that the said dissolution has been effected in accordance with 
the rules of the union. If the rules do not provide for the distribu¬ 
tion of funds on dissolution the Registrar is given the power by the 
Act to divide the funds amongst the members of the union in such 
manner as may be prescribed. 

INDUSTRIAL UNREST AND THE INDIAN TRADE 
DISPUTES ACT, 1929 

At the close of the war of 1914-1918, there was great outbreak 
of industrial unrest on a large scale, which led to the passing of the 
above Act by the Government of India after exploring the possibility 
of providing some machinery for the settlement of industrial disputes. 
The objects and reasons of this Act state that enquiries made with 
this objective in the year 1920, led to the conclusion that in the con¬ 
ditions then existing, legislation for this purpose was not likely to be 
effective, but that succeeding years saw a distinct change in the posi¬ 
tion through the growth of organizations of industrial workers, and 
the increasing influence exercised by public opinion on the course of 
disputes. Thus the above Act came to be taken seriously in hand 
and passed. The main chapters, 3-14, of this Act, relate to the esta¬ 
blishment of tribunals for the investigation and settlement of trade 
disputes, and the material has been taken generally froih the British 
Industrial Courts Act of 1909. The Act provides for some sort of a 
tribunal to which industrial disputes may be referred, and here it 
differs from the British Act, inasmuch as the said Act sets up a 
standing Industrial Court ; whereas the Indian Act provides for Con¬ 
ciliation Boards which are to be appointed ad hoc, like the Courts 
of Enquiry, in order to deal with disputes. 

The Indian Trade Disputes Act, 1929, extends to the whole o 4 
British India including British Baluchistan and the Santal Parganas. 
It lays down that wherever any trade disputes existed or were appre¬ 
hended between an employer and any of his workmen, or where the 
employer is the head of a department under the control of the Central 
Government or is the Federal railway authority or a railway 
compainy operating a Federal railway, the Central Government 
may, by order in writing, (a) refer any matters appearing 
^4 ’ - 
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to be connected with or relevant to the dispute to a Court of Enquiry 
to-be appointed by the Provincial Government or the Central Govern¬ 
ment, as the case may be ; or (6) order the dispute to a Board of 
Conciliation to be appointed by the Provincial Government or the 
Central Government, as the case may be, for promoting a settlement 
thereof However, where both the parties to the dispute apply either 
“separately or conjointly, for a reference to a Court, or where both 
parties apply, whether separately or conjointly, for a reference to a 
Board, and the authority having the power to appoint is satisfied that 
the persons applying represent the majority of each party, the Court 
or Board, as the case may be shall be appointed accordingly. 

For the purpose of this Act an employer is defined as under: — 

"employer’^, in the case of any industry, business or undertaking carried 
on by any department of any Government in British India, means the autho¬ 
rity prescribed in this behalf or, where no authority is prescribed, the head 
of the department. 

A workman is defined as under: — 

workmanmeans any person employed in any trade or industry to do 
any skilled or Unskilled manual or clerical work for hire or reward, but 
does not include any person employed in the naval, military or air service 
of the Crown, 

A trade dispute is defined as under: — 

“trade dispute” means any dispute or difference between employers and 
workmen, or between workmen and workmen, which is connected with the 
employment or ^non-employment or the terms of the employment, or with 
the conditions of labour, of any person. 

Labour Courts of Enquiry and Boards of <Zonciliation 

A Court of Enquiry is to consist of an independent chairman and 
such other independent persons as the appointing authority thinks 
fit ; or may, if such authority thinks fit, consist of one independent 
person. This Court may act as long as there is the prescribed quorum 
notwithstanding any vacancy in the number of its members other than 
/Jhe chairman, and may enquire into the matter referred to it either 
in public or in private at its discretion, rep)orting thereon to the autho¬ 
rity by which the Court was appointed. The Court may also, if it 
thinks fit, make interim reports. 

A Board of Conciliation shall consist of a chairman and two or 
more other members, as the appointing authority thinks fit, or may. 
if such authority thinks fit, consist of one independent person. Where 
the Board consists of more than one person, the chairman shall be 



Industrial Management and Labour Efficiency STl 

an independent person, and the other members shall be either indepen¬ 
dent persons or persons appointed in equal numbers to represent the 
parties to the ‘dispute. All persons appointed to represent a party 
shall be appointed on the recommendation of their party, provided, 
however, that if any party fails to make the necessary recommendatioo 
within the prescribed time, the appointing authopty shall elect and 
appoint such person as it thinks fit to represent that party. The 
Board having the prescribed quorum may act notwithstanding any 
vacancy in the number of its members other than the chairman, pro¬ 
vided, however, that where the Board includes an equal number of 
persons representing the parties to the dispute, and the services of 
any such person cease to be available before the Board has completed 
its work, the authority appointing the Board shall appoint another 
person to take his place, and the procedure shall be continued before 
the Board so constituted. The duty of the Board of Conciliation will 
be primarily to endeavour to bring about a settlement of the dispute 
referred to it, and for this purpose the Board shall, in such manner 
as it thinks fit, and without delay, investigate the dispute and- all 
matters affecting the merits thereof and the right settlement thereof, 
and in so doing may do all such other things as it thinks fit for the 
purpose of inducing the parties to come to a fair and amicable settle¬ 
ment of the dispute, and may adjourn the proceedings for any period 
sufficient in its opinion to allow the parties to agree upon terms of 
settlement. K no settlement is arrived at during the course of the 
investigation, the Board must, as soon as possible after the close of 
the investigation, send a full report regarding the dispute to the autho¬ 
rity by which the Board is appointed, setting forth the proceedings 
and the steps taken by the Board for the purpose of ascertaining the 
facts and circumstances relating to the dispute and of bringing about 
a settlement of same, together with a full statement of such facts and 
circumstances, its findings thereon and its recommendations for the 
determination of the dispute. 

If on the other hand a settlement of the dispute is amved at, a 
memorandum of settlement must be drawn up by the Board and signed 
by the parties ; which memorandum, and Board’s report of the settle¬ 
ment, must be sent to the party by which the Board was appointed. 

It will thus be seen that the objects of the Court of Enquiry are- 
to investigate and report on such questions connected with the dispute 
as may be referred to them. The object of the Board of Conciliation 
is to try, if possible, to secure a settlement of the dispute. Both these 
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Courts are empowered to enforce the attendance of witnesses and pro¬ 
duction of documents. The reports of both these parties are to be 
published. However, neither party to the dispute is bound to accept 
the findings either of the Court of Enquiry or the advice of tlie 
Board of Conciliation ; but what is sought to be achieved is that a 
publication of the reports will bring to bear the force of a public 
opinion which has been enabled to arrive at just conclusions by the 
publication of the report. 

Public Utility Services 

With reference to public utility services, however, the above Act 
lays down a punishment, viz. imprisonment, which may extend to 
one month or fine which may extend to Rs. 50 or both, where any 
person employed in a public utility service goes on strike in breach 
of contract, without having given to his employer within one month 
before so striking, not less than 14 days previous notice in writing 
of his intention to go on strike ; or where having given such a notice, 
he goes on strike before the expiiy of the said notice. 

A similar punishment, viz. imprisonment which may extend to one 
.month, or a fine which may extend to Rs. 1,000 or more, is provided 
for in the case of an employer carrying on a public utility service, 
who locks out his workmen in breach of contract, without having given 
them, within one month before such lockout, not less than 14 days 
notice in writing of his intention to lock them out, or having given 
such notice, locks them out before the expiry of the said notice. Where 
such employer is a corporation, company or other association of persons, 
any secretary, director or other officer or person concerned with the 
management of these bodies shall be punishable unless he proves that 
the offence was committed without his knowledge and without his 
consent. 


What are Illegal Strikes and Lock-ouU 

A strike or a lock-out shall be illegal which: — 

(a) has any object other than the furtherance of a trade dispute within 
the trade or industry in which the strikers or employers locking ou^ 
are engaged; and 

(b) is designed or calculated to inflict severe, general and prolonged 
hardship upon the community and thereby tp compel any Govern¬ 
ment in British India, the Federal Railway Authority or the Crown 
Representative to take or abstain from taking any particular course 

actioou 
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The Act also provides for penalties to persons who declare, instigate 
and incite others to take part or otherwise act in furtherance of a 
strike or lock-out which is illegal under Sec. i6, which penalty is 
simple imprisonment which may extend to three months, or fine which 
may extend to Rs. 200, or to both. However, it has been provided 
that no Court shall take cognizance of any offence under Sec. 17, i.e. 
penalties for inciting, etc., an illegal strike, save on complaint made 
by or under the authority from the appropriate Government. 

Protection of Persons Refusing to Take 
Part in Illegal Strikes or Lock-outs 

Section 18 of the Act further provides that a person refusing to 
take part or to continue to take part in any strike or lock-out which is 
illegal under Sec. 16, shall not, by reason of such refusal, or by reason 
of any action taken by him under this section, be subject to expulsion 
from any trade union or society, or to any fine or penalty or to depriva¬ 
tion of any right or benefit to which he or his representatives would 
otherwise be entitled, or be liable to be placed in any respect either 
directly or indirectly, under any disability or at any disadvantage as 
compared with other members of the union or society in spite of any 
rules to the contraiy of a trade union or society. 

THE OBJECTS AND STRUCTURE OF BOMBAY 
INDUSTRIAL DISPUTES ACT, 1938 

The Congress Government in the Province of Bombay passed 
through both the houses the above Act. According to the statement 
of objects and reasons, the All-India Traders Disputes Act of 1929, which 
provides for the appointment of the Courts of Enquiry and Boards of 
Conciliation, had failed in certain particulars. The procedure, it was 
argued, in connection with the appointment of these bodies had been 
found to be so cumbrous and inconclusive in character, that the Act 
was being rarely used in India during the nine years it has been on 
the Statute book. It was also pointed out that the Government of Bombay 
m 1934, passed the Bombay Trade Disputes Conciliation Act, providing 
for the appointment of a labour officer, whose chief duties are to secure 
redress of the grievances of work people emplo57ed in textile industry 
of Bombay City, and for the appointment of the Commissioner of Labour 
as the Chief Conciliator to bring the two parties to the trade disputes 
in this industry together, with a view to their reaching an amicable 
settleiiient to the dispute. It was thought possible, to extend the 
provision of that Act so as to cover the textile industry in other centres. 
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or to cover other trades and industries in different centres: but there was 
nothing in that Act making it obligatory to parties to a trade dispute 
to endeavour to obtain a settlement of it by conciliation before resorting 
to a strike or lock-out. Thus the object of this new Act of 1938, 
according to the Government in power in Bombay, was to ensure that 
that was done. It is pointed out that most countries of the world have 
comprehensive schemes of legislation aiming at peaceful settlement 
of all disputes between employer and employee, and the prevention of 
conflicts which result in considerable financial losses, not only to the 
employers and to the employee, but also to the community at large. 
According to the same authority, the world legislation on this subject 
varies widely in character, scope and extent, and ranges from simple 
conciliation, either by private arrangement or through prominent conci¬ 
liators appointed by the State, to the compulsory acceptance by both 
parties of decisions or awards given by industrial arbitration tribunals 
or by industrial courts. 

The Act provides for registration of unions which have been recog¬ 
nized by the employers concerned, or which fulfil certain requirements 
as regards membership. This registration confers various rights on 
the unions in connection with representation on behalf of the workers. 
The Act also provides for the appointment of labour officers and conci¬ 
liators for each area in the province, and a specific machinerv^ is set 
up to ensure that the grievance of the workers, or any alterations in their 
conditions of service are fully considered. The most important principle 
enimciated by this Act is that there shall be no strikes or lock-outs 
until the whole of the machinery provided by the Act for discussion 
and negotiation has been made use of: and that failure to observe 
ffiis most necessary first step would make any strike or lock-out that 
may be declared illegal. 

The Commissioner of Labour is to be ex officio Chief Conciliator 
under this Act and his jurisdiction extends throughout the province. 
The Provincial Government may, by notification in the official gazette, 
appoint any person to be a conciliator for such local area as may 
be specified in the notification. Such government may also, by a 
similar notification in the official gazette, appoint any person to be 
a sp>ecial conciliator for such local area or such industry in any local 
area, or for such industrial dispute or class of disputes as may be 
specified in the notification, and may, by a similar notification, appoint 
any person to be a Labour Officer for such local area or for such 
industry as may be specified in the notification. 
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Board of Conciliation and Court of 
Industrial Arbitration 

Where an industrial dispute arises, the Provincial Government may, 
by notification in the official gazette, constitute a board of concfliatioa 
for promoting a settlement of* a dispute. This Board is to consist oi a 
chairman and equal number of i>ersons selected by the Provmdal 
Government from panels representing the interest of the employers 
and the employees respectively. The chairman of the Board shall be an 
independent person, i.e. a person shall be deemed to be independent if he 
is unconnected with the dispute with reference to which the Board is 
constituted and the industry directly affected by the dispute. 

The Provincial Government's Court of 
Industrial Arbitration 

The Provincial Government is also empowered to constitute a 
Court of industrial arbitration for determining industrial disputes and 
for dealing with other matters under the provision of the Act. This 
industrial Court is to consist of two or more members, one of whom 
shall be its president. The members of the industrial Court are to be 
persons who are not connected with any industry, and the President 
shall be a person who is, or has been, a judge of a High Court, or is 
digible for being appointed a judge for such Court 

Conciliation Proceedings 

The conciliation proceedings provided by the Act begin when any 
change in the working arrangement or wages, in respect of which notice 
given as required by this Act by any employer or employee under 
Secs. 28 or 29 of the Act, is objected to by eitlier party. The party 
giving notice and desiring the change has to forward to the Registrar, 
the Chief Conciliator and the conciliator of the local area a full state¬ 
ment of the case, in a prescribed form, within 21 days from the date of 
service of such notice to the other party. The conciliator, on receipt 
of this statement of the case, must enter the industrial dispute in the 
prescribed register and then hold the conciliation proceedings as laid 
down in the Act. His duty shall be to endeavour to bring about a 
settlement of the industrial dispute and for this purpose he must enquire 
into the dispute and all matters affecting the merits of same, and do 
all such things as he then thinks fit for the purpose of inducing the 
parties to come to a fair and amicable settlement of the dispute, and 
may adjourn the conciliation proceedings for any period sufficient, in 
his opipion, to allow the parties to arrive at a settlement If a setde- 
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ment is arrived at, the officer should prepare a memorandum of such 
settlement in the prescribed form and get it signed by the employer and 
the representative of employees, and send a report of the proceedings, 
along with a copy of the memorandum of settlement, to the Registrar 
and Chief Conciliator, whereupon the Registrar must record such settle¬ 
ment in the reg'ster and shall then publish it in such manner as 
may be prescribed. The change, if any, agreed to by such settlement, 
shall come into operation from the date agreed uppn in such settlement: 
and where no such date is agreed upon, from the date from which it is 
recorded in the register. 

If no settlement is arrived at, the conciliator must, as soon as 
possible after the close of the proceedings, send a full report to the 
Chief Conciliator and he shall send same to the Provincial Government 
and the Government shall publish the report of the conciliator sub¬ 
mitted to it, except where the dispute is referred to the Board of 
Conciliation. 

During the pendency of these proceedings before the conciliator 
the Government may, and, if both the parties agree, either prior to 
the commencement of such proceedings or after the failure of conci¬ 
liation to bring about a settlement, shall, refer the dispute to a Board 
of Conciliation. 

On such reference the Board is to give notice in the prescribed 
manner to the parties to the dispute to appear before it, and endeavour 
to bring about a settlement of the industrial dispute as far as it can. 
On conclusion of the Board's proceedings, whether a settlement is 
arrived at or not, the Board ^ould send a report of the proceedings to 
the Provincial Government which the said Government shall publish. 
The Board of Conciliation is vested with the ordinary powers of the 
Court under the Code of Civil Procedure, 1908, in respect of summoning 
and enforcing attendance, examining on oath, compelling production 
of documents, issuing commissions for the examination of witnesses and 
proving of facts by affidavits. The proceedings before the Board may 
be in public, whereas proceedings before a conciliator are to be in a 
panel. However, the Board may, at any stage, direct any particular 
witness to be examined or its proceedings to be held in panel. 

The Court of Industrial Arbitration 

The Act claims to break entirely fresh ground by making a provi- 
sioO for the setting up of an industrial Court presided over by a High 
Court judge, or a lawyer qualified to be a High Court judge. This 
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Court is to act as a tribunal for voluntary arbitration on matters sub¬ 
mitted to it by the parties to the dispute, and will also function as a 
court of final appeal in numerous cases arising out of the working of 
the Act by the way of appeal frcun the decisions of the Registrar or 
Commissioner of Labour as regards standing orders, which all employers 
must have, regulating the disciplinary rules and conditions of service 
applicable to every industrial establishxnenL The Court is the tribunal 
that will decide whether or not a strike or lock-out is illegal, and all 
questions of interpretation of agreements and awards coming before 
it. The Court should have the same powers under the Civil Procedure 
Code as the Board of Conciliation with regard to witnesses, documents, 
etc. Every proceeding before this Industrial Court has to be deemed to 
be a judicial proceeding imder the meaning of Secs. 192, 193 and 228 
of the Indian Penal Code, and it shall have power to direct those by 
whom the whole, or any part of the cost of any proceedings before it, 
shall b^^id, in connection with the services of any legal adviser 
engaged by the party. The order of the Court shall be binding on: — 

(a) all parties to the industrial dispute who appeared or were represented 
before such Court; 

(h) all parties who were summoned to appear as parties to the dispute 
whether they appeared, or not, unless the Industrial Court is of opinion that 
ilrey were improperly made parties; 

(c) in the case of an employer who is a party to the proceedings before 
such Court in respect of the undertaking to which the dispute relates, his 
successors, heirs or assigns in respect of the undertaking to which the dispute 
relates ; and 

{d) in the case of a union which is a party to the proceediiJfgs before 
such Court, all persons who were members of such union on the date of the 
dispute or who become members of the union thereafter. 

No order passed by the Industrial Court shall be called in quesdon 
by any Civil or Criminal Court. 

Illegal Strikes and Lodk-outs 

Illegal strikes and lock-outs are defined under this Act in Secs. 62 
and 63 as follows: — 

62. (1) A strike shall be illegal if it is commenced or continued: — 

(a)r in cases where it relates to any industrial matter mentioned in 
Schedule I, before the standing orders relating to such matter and submitted 
to the Commissioner of Labour under Section 26 are settled by him or by 
the Industrial Court, as the case may be, before the expiry of six months 
from the date on which sucdi standing orders come into operation under 
SectkMi 2$; 
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(b) without giving notice in accordance with the provisions of Sec¬ 
tion 28; 

(c) only for the reason that the employer has not carried out the pro¬ 
visions of any standing order or has made an illegal change; 

(d) in cases where notice of the change is given in accordance with the 
provisions of Section 28 and where no agreement in regard to such change 
is arrived at, before the statement of the case referred to in Section 34 is 
received by the Registrar; 

(e) in cases where conciliation proceedings in regard to the industrial 
dispute to which the strike relates have commenced before the completion 
of such proceedings ; 

(/) in cases where a submission relating to such dispute or such kinds 
of dispute* is registered under Section 43, until such submission is lawfully 

re''roked ; or 

(a) in contravention of the tenns of a registered agreement, settlement 
or avjard. 

(2) In cases where conciliation proceedings in regard to any industrial 
dispute have been completed, a strike relating to such dispute shd§be illegal 
if it is commenced at any time after the expiry of two montlis after com¬ 
pletion of such proceedings. 

63, (1) A lock-out shall be illegal if it is declared, commenced or 

continued: — 

9 (g) in cases where it relates to any industrial matter mentioned in 

Schedule I, before the standing orders relating to such matter and submitted 
to the Commissioner of Labour under Section 26 are settled by him or by 
the Industrial Court, as the case may be, or before the expiry of one year 
from the date on which such standing orders come into operation under 
Section 26; 

(b) without giving notice in accordance with the provisions of Sec¬ 
tion 28 ; " 

(c) in cases where notice of the change is given in accordance with 
the provisions of Section 28 and where no agreement in regard to such 
change is arrived at, before the statement of the case referred to in Section 
34 is received by the Registrar; 

(d) in cases where conciliation proceedings in regard to the industrial 
dispute to which the lock-out relates have commenced, before the completion 
of such proceedings; 

(e) in cases where a submission relating to such dispute or such kinds 
of dispute is registered under Section 43, until such submission is lawfully 
revoked; or 

(/) in contravention of die terms of a registered agreement, settlement, 
or award, 

(2) In cases where conciliation proceedings in regard to any industrial 
dispute have been completed, a lock-out relating to such dispute shall be 
illegal if it is commenced at any time after the expiry of two months after 
the completion of such proceedings. 
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The penalties provided are as follows:— 

Sec. 64. (1) No employer shall dismis.9 or reduce any emplojree or 
punish him in any other manner by reason of the drcumstance that (he 
employee— 

(a) is an oflScer or member of a registered union or of a qualified union 
or of a union which has applied for being registered or declared as a qualified 
imion under this Act; or 

(b) is entitled to the benefit of a registered agreement, submission or 
award ; or 

(c) has appeared or intends to appear as a witness or has given any 
evidence or intends to give evidence in a proceeding under this Act; or 

(d) is an officer or member of an organization, the object of which is to 
secure better industrial conditions; or 

(e) is an officer or member of an organization which is not declared 
unlawful; or 

(/) is a representative of employees; or 

(g) has gone on or joined a strike which is npt illegal under the provi¬ 
sions of this Act 

(2) Whoever contravenes the provisions of sub-section (1) shall, on con¬ 
viction, be punishable with fine which may extend to Rs. 1,000. 

(3) The Court trying any offence under this section may direct that out 
of the fine recovered, such amount as it deems fit shall be paid to the 
employee concerned as compensation. 

Sec. 65. Any employer who has declared a lock-out which has been 
held by the Industrial Court to be illegal sh£ill, on conviction, be punishable 
with fine which may extend to Rs. 2,500 and, in the case of the lock-out being 
continued after such conviction, with an additional fine which may extend 
to Rs, 200 for every day during which such lock-out continues after such 
conviction. 

Sec. 66. Any employee who has gone on strike or who joins a strike 
which has been held by the Industrial Court to be illegal shall, on conviction, 
be punishable with fine which may extend to Rs. 25 and in the case of a 
continuing offence with an additional fine which may extend to Re. 1 per 
day for every day during which the offence continues after his last conviction 
for such offence, subject to a maximum of Rs. 50. 

Sec. 67. If any person instigates or incites others to take part in, or 
otherwise acts in furtherance of, a strike or lock-out which has been held 
to be illegal by the Industrial Court, whether such strike or lock-out has 
commenced or not, he shall, on conviction, be punishable with imprisonment 
of either description for a term which may extend to three months or with 
fine or with both. 

Explanation : —For the purpo^ of this section, a person who contributes, 
collects or solicits fimds for the purposes of any such strike or lock-out 
shall be deemed to act in furtherance thereof. 
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68. If a conciliator or a member of the board or any person present at, 
or concemfed. in, any conciliation proceedings, wilfiiilly discloses any informa¬ 
tion or the contents of any document in contravention of this Act, he shall, 
on a complaint made by the party who gave the irdormation or produced 
the document in such proceeding and on conviction, be punishable with fine 
which may extend to Rs. 1,000. 

69. (1) Any employer who makes any illegal change shall, on convic¬ 
tion, be punishable with fine which may extend to Rs. 5,000 and in the case 
of a continuing offence with an additional fine which may extend to Rs. 200 
per day for every day during which the offence continues after his last 
conviction for such offence. 

(2) An employer who acts in contravention of a Standing Order settled 
imder Section 26 shall, on conviction, be punishable with fine which may 
extend to Rs. 100 and in the case of a continuing contravention of such 
Standing Order, with an additional fine which may extend to Rs. 25 per 
day for every day during which such contravention continues after his last 
conviction for such contravention. 

70. Any person who wilfully refuses entry to a Labour Officer to any 
place which he is entitled to enter under Section 25 or who fails to produce 
any documents which he is required to produce, or who fails to comply with 
any requisition or order issued to liim by or under the provisions of this 
Act shall, on conviction, be punishable with fine which may extend to 
Rs. 500. 

Whoever contravenes any of the provisions of this Act or of any rule 
made thereunder shall, on conviction, if no other penalty is elsewhere pro¬ 
vided by or under this Act for such contravention, be punishable with fine 
which may extend to Rs. 100 and, in the event of such person having been 
previously convicted of an offence under this Act or any rule made there¬ 
under with fine which may extend to Rs. 200. 

COMPENSATION UNDER THE WORKMEN’S 
COMPENSATION ACT, 1923 

This Act creates a liability to pay compensation for an accident 
under certain circumstances and not to pay damages. The idea here 
is that if a workman employed in service or employment, meets with 
an accident or injury, the employer would become liable under certain 
circumstances to pay compensation to workman or to those dependent 
upon him. The Act lays down that if personal injury is caused to a 
workman by accident in course of his employment, or arising out of it, 
the employer shall be liable to pay compensation as provided ^ the Act. 

Cases Where Employer is Not Liable 

The cases where the employer is not liable are: — 

(1) When the injury does not result in total or partial dlsablmenl fdr 
• ptfiod exceeding 10 days. 
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<2) When the inj\^ is caused at the time when the workman was 
under the influence of drink or drugs or was wilfully disobeying an order 
expressly given or breaking a rule expressly framed for his safety, or by his 
wilful removal or disregard of any safety, guard or other device which 
to his knowledge was provided for the purpose of securing his safety (Sec. 3). 

The word accident is here used in its popular sense. A disease 
contracted as a result of continued occupation in a particular employ¬ 
ment, is not a personal injury by accident within the Act, The work¬ 
man concerned has also to establish that incapacity was the natural 
and probable consequence of the injuiy. The employment of the work¬ 
man does not necessarily commence from the moment when he reaches 
the place where he kas to begin his work and to the moment when he 
ceases that work. A reasonable interval of time and space has to be 
included: 

When a workman is employed to do a particular work and he goes 
outside his own sphere, and interferes with a machine v/hich has nothing 
to do with his work, and which is assigned to some other workman, 
he cannot claim compensation. If, however, though in course of 
employment, the accident which has occurred is an ordinary accident 
of life, there ran be no claim for compensation. For example, in one 
case where a workman sprained his finger while removing his socks 
preparatory to his work, or, again, where a man was seized with giddi¬ 
ness causing him to fall downstairs, it was held that a claim did not 
arise out of an accident specially connected with the employment. Also 
if the injury has occurred when the workman was under the influence 
of drink or drugs or was wilfully disobedient to the order expressly 
given in connection with securing safety of workmen or there was wilful 
removal or disregard by the workman of any safety, guard or other 
device which he knew ought to have been provided for the purpose of 
securing safety of workmen, the employer shall not be liable for any 
injury caused to him under such circumstances. Not only this but even 
where a workman employed in any employment which involves the 
handling of wool, hair, bristles or animal carcasses, or in loading, un¬ 
loading or transfer of any merchandise contracts the disease of anthrax, 
or if a workman while in ser/ice of an employer in whose service he 
has been employed for a continuous period of not less than six months 
in one of the employments specified in Schedule III of the Act, con¬ 
tracts any disaase specified therein as an occupational disease peculiar 
to that employment, the contracting of the disease shall be deemed to 
be an injury by accident within the meaning of this Act, and unles 
the employer proves to the contrary, die accident should be deemed 
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to have arisen out of and in course of the employment. "The period 
of service is to be deemed to be continuous which has not included a 
period of service under any other employer during that time. Sche¬ 
dule III referred to above is as follows: — 


SCHEDULE UI 
List of occupational diseases 
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employm^t was made before or after the passing of this Act and whether 
such contract is expressed or implied, oral, or in writing; but does not 
include any person working in the capacity of a member of His Majesty’s 
naval, military or air forces and any reference to a workman who has been 
injured shall, where the workman is dead, include a reference to his de¬ 
pendents or any of them. 

The Schedule II referred to above further elaborates the definition 
by stating that the following persons would fall under the heading of 
workman within the meaning of Section 2 ( 1 ) (n): — 

(1) employed, otherwise than in a clerical capacity or on a railway, in 
connection with the operation or maintenance of mechanically propelled 
vehicles; or 

(2) employed, otherwise than in a clerical capacity, in any premises 
wherein, or within the precincts whereof, on any one day of the preceding 
twelve months, ten or more persons have been employed in any manufac¬ 
turing process, as defined in Clause (4) of Section 2 of the Indian Factories 
Act, 1911, or in any kind of work whatsoever incidental to or connected 
with any such manufacturing process or with the article made, and steam, 
water or other mechanical power or electrical power is used; or 

(3) employed for the purpose of making, altering, repairing, ornamenting, 
finishing or otherwise adapting for use, U'ansport or sale any article or part 
of ^n article in any premises wherein or within the precincts whereof on 
any one day of the preceding twelve months, fifty or more persons have 
been so employed; or 

(4) employed in the manufacture or handling of explosives in any pre¬ 
mises wherein, or within the precincts whereof, on any one day of the 
preceding twelve months, ten or more persons have been so employed ; or 

(5) employed in any mine as defined in Clause (/) of Section 3 of the 
Indian Mines Act, 1923, in any mining operation, or in any kind of work, 
other than clerical work, incidental to or connected with any mining opera¬ 
tion or with the mineral obtained, or in any kind of work >Kdiatsoever below 
ground; 

Provided that any excavation in which on no day of the preceding twelve 
months more than fifty persons have been employed or explosives have 
been used, and whose depth from its highest to its lowest point does not 
exceed twenty feet shall be deemed not to be a mine for the purpges of thi^ 
clause; or 

(6) employed as the master or as a seaman of 

(a) any ship which is propelled wholly or in part by steam or other 
mechanical power or by electricity or which is towed or intended 
to be towed by a ship so propelled, or 

(b) any ship not included in sub-clause (a) of fifty tons net tonnage 
or over; or 

(7) employed for the purpose of loading, unloading, fuelling, construct¬ 
ing, repairing, demolishing, cleaning or painting any ship of which he is not 
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the master or a member of the crew, or in the handling or transport within 
the limits of any port subiect to the Indian Ports Act, 1908, of goods which 
have been discharged from or are to be loaded into any vessel; or 

(8) employed in the construction, repair or demolition of— 

(a) any building which is designed to be, or is, or has been more 
than one storey in height above the ground or twenty feet or 
more from tlie ground level to the apex of the roof, or 

(b) any dam or embankment which is twenty feet or more in height 
from its lowest to its highest point, or 

(c) any road, bridge, or tunnel, or 

(d) any wharf, quay, sea-v/all or otlier marine v/ork inehidhig any 
moorings of ships; or 

(9) employed in setting up, repairing, maintaining, or taking down any 
telegraph or telephone line or post or any overhead electric line or cable 
or post or standard for the same; or 

(10) employed, otherwise than in a clerical capacity, in the construction, 
working, repair or demolition of any aerial ropeway, canal, pipe-line, or 
sewer; or 

(11) employed in the serviee of any fire brigade ; or 

(12) employed upon a railway as defined in Clause (4) of Section 3, and 
sub-section (1) of Section 148 of the Indian Railways Act, 1890, either dirC'Cth. 
or through a sub-contractor, by a person fulfilling a contract with tiie 
way administration; or 

(13) employed as an inspector, mail guard, sorter or van-peon in the 
Railway Mail Service, or employed in any occupation ordinarily involving 
outdoor work in the Indian Posts and Telegraphs Department; or 

(14) employed, otherwise than in a clerical capacity, in connection with 
operations for winning natured petroleum or natural gas; or 

(15) employed in any occupation involving. blasting operations ; or 

(16) en^loyed in the making of any excavation in which on any one 
day of the preceding twelve months more than fifty persons have been em¬ 
ployed or explosives have been used, or whose depth from its highest to 
its lowest point exceeds twenty feet; or 

(17> employed in the operation of any ferry boat capable of carrying 
more than ten persons; or 

(18) employed, otherwise than in a clerical capacity, on any estate which 
is maintained for the purpose of growing cinchona, coffee, rubber or tea, 
and on which on any one day in the preceding twelve months, tw^enty-five 
or more persons have been so employed; or 

(19) employed, otherwise than in a clerical capacity, in the generating, 
transfcmocung or supplying of electrical energy or in the generating or £?upply- 
ing of gas; or 

<20) employed in a li^t-house as defined in Clause (d) of Section 2 of 
the Indian Light-house Act, 1927; or 

(21) employed in producing cinematograph pictures intended for public 
laodiibitkm car in exhibiting such pictures; or 
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(22) employed in the training, keeping or working of dlephants or wild 
animals; or 

(23) employed as a diver. 

Explanation: —^In this Schedule, *’the preceding twelve months” relates 
in any particular case to the twelve months ending with the day on which 
the accident in such case occurred. 

Method of Computing Compensation on Injury, 
Disablement or Death 

When death occurs the compen$ation in the case of an adult, is 
a sum equal to thirty months wages or rupees two thousand five 
hundred, whichever is less. In case of minor, it is rupees two hundred. 

Where permanent total disablement results, a sum of forty-two 
months wages, or rupees three thousand five hundred, whichever is 
less, is payable to an adult ; whereas a sum' equal to eighty-four months 
wages, or rupees three thousand five hundred, whichever is less, is 
payable to a minor. 

If the permanent disablement is not total but partial, the following 
table is laid down in Schedule I of the Act:--- 

List of injuries deemed to result in permanent partial disablement. 


Percentage of 

Injury. loss of earning 

capacity. 

Loss of right arm above or at the elbow .. 70 

Loss of left arm above or at the elbow .. .. GO 

Loss of right arm below the elbow .. .. .. 60 

Loss of left arm below the eibow .. .. ,. 50 

Loss of leg at or above the Jknee .. .. .. 60 

Loss of leg below the knee .. .. 50 

Loss of one eye .. ,. .. ^30 

Permanent total loss of hearing .. .. .. 50 

Loss of thumb .. .. .. 25 

Loss of all the toes of one foot .. .. .. 20 

Loss of one phalanx of thumb .. ., .. 10 

Loss of index finder .. ., 10 

Loss of great toe .. .. ., 10 

Loss of any finger other than index finger .. .. 5 


Note .—Complete and permanent loss of the use of any limb or member 
referred to in this Schedule shall be deemed to be the equivalent of the loss 
of that limb or member. 

In case of temporary disablement, total or partial, half monthly 
payment is made on the sixteenth day after the expiry of a waiting 
period of ten days from the date of disablement ; and thereafter, half- 
25 
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monthly duiing the disablement or during a period of five years, which* 
ever period is shorter. This pa3mient is, to an adult, at the rate of 
rupees fifteen or a sum equal to one-fourth of his monthly wages, 
whichever is less ; and in the case of a minor it is a sum equal to 
one-third, or after he has attained the age of fifteen years, half of his 
monthly wages, but not exceeding in any case rupees fifteen (Sec. 4). 

Calculation of Monthly Wages 

Monthly wages are calculated as follows: — 

(1) where the workman has, during a continuous period of not less thnn 
twelve months immediately preceding the accident, been in the service of the 
employer who is liable to pay compensation, the monthly wages of the 
workman shall be one-twelfth of the total wages which have fallen due for 
payment to him by the employer in the last twelve months of that period. 

(2) in other cases, the monthly wages shall be thirty times the total 
wages earned in respect of the last continuous period of service immediately 
preceding the accident from the employer who is liable to pay compensation, 
divided by the number of days comprising such period. 

How Compensation Is To Be Distributed Or Paid 

The Act fMX)vides that the compensation in the case of injury 
resulting in death has to be deposited with the Commissioner, and 
that no payment should be made directly by the employer except for 
funeral expenses advanced by the employer to any dependant or ether 
person not exceeding rupees one hundred in case of any one dependant. 
This advance may, of course, be deducted from the compensahon 
amount ultimately deposited with the Commissioner. The Commis¬ 
sioner is given full power to apportion among the dependents of the 
deceased workman, this deposit, after deducting any amount which 
he may have paid as advance. If, however, the amount is to be 
payable to a woman by a person under a legal disability, the same 
may be invested or othehvise dealt with for the benefit hf such woman 
or person uilder disability (Sec. 8). 

The Commissioner must be given notice of the accident as soon 
as practicable after the happening of the event, and the proceedings 
should then be commenced withm six months of the occurrence of 
such an accident. In case the accident has resulted in contracting a 
disease, the same shall have been taken to have occurred on the first 
of the days within which the workman was continuously absent 
(Sec. 10). It has been held that incapacity for work means los;? or 
diminution of wage-earning capacity and includes inability to get work 
as a result of the injury which the workman has sustained. 
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Jurisdiction Of The G>iiimissioner 

We have seen that the Commissioners play an important part in 
connection with the working of this Act. These Commissioners are 
appointed by the Local Government by notification in tne local official 
gazette, and are deemed to be public servants. These are the officers 
before whom, in default of an agreement, all proceedings under this 
Act on the question of liability for compensation, including the ques¬ 
tion as to whether the person injured was a* workman-, have to be 
referred. No Civil Court has jurisdiction to settle these questions, 
which are thus brought .under the jurisdiction of the Commissioner. 
Of course the Commissioner to be referred to is the Commissioner for 
the local area in which the accident takes place (Secs. 19, 20 and 21). 
The Act aims at an amicable settlement if possible between the 
employer and the workman, and the application, therefore, has not 
to be made to the Commissioner unless and until the question at issue 
is one which they have been unabla to settle by agreement. The Com¬ 
missioner is given all the powers of a Civil Court under the Code of 
Civil Procedure, 1908, for the purpose of taking evidence on oath and 
of enforcing the attendance of witnesses and compelling production 
of documents. A brief memorandum of the substance of the evidence’ 
of other witnesses has to be taken down by the Commissioner. He 

may, if he thinks fit, submit any question of law for decision to the 

High Court (Secs. 23, 25 and 27). If, however, the parties have to 
come to a settlement, the memorandum thereof is to be sent by he 
employer to the Commissioner, who on being satisfied as to its 
genuineness records s^e in a register kept for the purpose. 

Appeals 

There is an appeal to the High Court from the following ordhrs 
of the Commissioner: — 

{!) an order awarding as compensation a lump sum whether by way 
of redemption of a half-monthly payment or otherwise or disallowing a 
claim in full or in part for a lump sum. 

(2) an order refusing to allow redemption of a half-monthly payment 

(3) an order providing for the distribution of compensation among the 

dependants of a deceased workman, or disallowing any claim of a person 
alleging himself to be such dependant 

(4) an order allowing or disallowing any claim for the amount of an 
indemnity under the provisions of sub-section (2) of Section 12, or 

(5) an order refusing to register a memorandum of agreement 
registering the same or providing lor the registration of the same subj^ 
to eooditkiria. 
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edy further, that no appeal shall lie in any case in which the parties 
to abide by the decision of the Commissioner, or in which the 
the Commissioner gives effect to an agreement come to by the 

The period of limitation for an appeal tinder this section shall 
be sixty days. 

The provisions of Section 5 of the Indian Limitation Act, 1908, dball 
be applicable to appeals tinder this section. 


CHAPTER XI 

SCIENTIFIC ADVERTISING 

The Great Pulling Force of Advertising 

According to modem ideas, advertising is universally admitted to 
be an art which helps the manufacturer and the merchant to create 
demand for articles and services which they produce and sell. There 
aie many businesses and trades where it has been acknowledged that 
it is impossible, even by the star salesman of great experience, to sell 
goods unless, and until, they are largely assisted through a well orga^ 
nized and planned advertising campaign. It is thus the modem uni9 
versal habit first to boom a new article, and make it famous, before 
the salesman is sent out on the road to sell the article concerned. Thii 
is more so in these days, when the production exceeds the demand 
as all the countries of the world which in old days used to be con¬ 
suming nations, and not producers, have become industrialised in some 
form or other. Goods produced have now to be sold by creating a 
demand among those who did not use them before, thereby expanding 
the market with a view to getting rid of the increased supply of 
manufactured articles. An advertisement may or may not bring a 
sale immediately ; but the object of advertising is either to bring the 
customer to the door, or to prepare him, by familiarising him with 
the name of the brand and the special qualities and advantages offered 
by the goods or services, so that if the salesman calls on him, or 
when he may^ need such an article, he will think of preferring the 
manufacturer or the maker with whom he has become familiar through 
advertisements, and either send for that maker's salesman or Can¬ 
vasser, or go to the nearest retailer and get it. In short, the adver¬ 
tisements largely help to create the interest of the buyer in the article 
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fKodiioed by the advertising manufcictiiier; and saccoecfe if fcapedy 
and scientifically pnt before him, in inducing him to make op bis 
mind to purchase same whenever he may require it; or even to aeate 
a desii^ to acquire it, where tjiis desire did not exist before he read 
die advertisement. Scientific advertilements by manufacturers have 
now expanded to such a large extent, that it is rightly said that the 
dealer or the ijetall shopkeeper is no longer the person on whose judg- 
ment anq advW the average consumer relies, but in most cases the 
buyer comes into the shop having already made up his mind as to 
what maker or packer be should favour, and demands that the same 
should be supplied to him ; with the result that an average shop¬ 
keeper has found that it is more advantageous to stock the goods of 
well-known makers and well-known brands, rather than those of un¬ 
known brands by manufacturers who have never advertised. Thus 
the salesman of a manufacturer who nev^r advertises will have a more 
difficult task in front of him than that of one who continuously goes 
in for an advertising <^mpaign, and whose goods and brands hav^ 
become famous, or at least sufficiently known, among the consuming 
public. The great and potential effect created by ^n advertising cam¬ 
paign of modem times miy be gauged by the fact that in old days, 
when children went to sweef shops to purchase sweets, they only 
called for sweets and were not at all acquainted with, of interested 
in, names of the makers. Today they go to ask for Fry's choco¬ 
late, or Blue Bird toffee ; and will not accept toffee or chocolate of 
a brand with which they are not acquainted. 

It will thuabe seen, that through the methods of scientific adver¬ 
tising the manufacturer is now in a position to bring himself into 
full prominefice under his own name and trade mark, so that he is 
not only independent of the wholesaler, hut on account of the demand 
thus created, the retailer is forced to stock the goods. Advertiring is 
thus an investment and not an expense. The goodwill which is thus 
built up by a well-directed advertising campaign is frequently of in¬ 
estimable value. From the consumer's point of view also, advertisk^ 
is beneficial. At first it was thought that advertising meant incieased 
cost, which the consumer had to bear in the long run. It is now 
fully realized that that was an erroijeous conception. A manufaCturef, 
by a course of scientifically regulated advertising, generally increases 
the demand for his production, which he is thus* able to manufacture 
on wholesale lines at a relatively reduced cost by the use of labour 
saving machinery, motive power, etc., fatctors which he could not taka 
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advantage of when his sales were limited: and thus he is naturally in 
a position l:o offer his goods at a lower price. He also brings himself 
into direct touch with the retailers and consumers, through advertising 
and, in many cases, is thus al^e to get rid of wholesale agents. A 
demand is thus .created which did not exist before, for advertising 
brings the advantages and uses of the articles concerned to the notice 
of an ever-increasing number of readers of daily papers, weekly or 
monthly magazines, etc. 

On the other hand, the increased profit which a manufacturer 
makes through increased sales of his product with*the help of adver- 
tisemcn s, is frequently passed on to the buyer in the form of reduced 
•prices and improved quality, yvhich is the meaning of the saying that 
advertisements ultimately work out in benefits both to the manufac¬ 
turer and the consumer. Even in cases where the prices are not 
reduced through increased sales, a higher standard of quality results 
in the case of advertised goods as compared to those which are not 
advertised. Once the goods secure a name and prestige or goodwill, 
it is quite natural that the manufacturer is most "zealous that this good¬ 
will which he has created at great expense and industry should be 
nuintaine’d at the same high standard. This can only be done if he 
mamtains, and even raises, the standard quality of his production. 
There is one other great advantage which the public now secures 
through advertisements of what are known as '' proprietary or 
branded '' goods, viz. that the buyer knows exactly the price he 
should pay, because the prices have been advertised, and hence the 
retail shopkeeper cannot deceive him either as to jthe quality, or as 
to the price charged. 

The other advantage to the retail shopkeeper in case of goods 
advertised happens to be that the shopkeepers' or wholesale agents' 
selling costs are reduced, because the goods have acquired a prestige 
and a demand. The shopkeepers' time and labour in advertising, and 
arguing with buyers in connection with selection of the correct type of 
goods is saved because the buver has already made his choice through 
the study of ad^ercisements of different makers,- and, therefore, not 
much is left to be done in that direction as far as salesmanship behind 
the counter is concerned. 

As far as the selling costs of the manufacturer are concerned, they 
are also reduced in case of his branded and proprietary good* which 
have already secured a name in the market, because the trade dis¬ 
count allowed by him will be much lower in the case of well-advertised 
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and well-known goods than in the case of tiiose which aie unknown 
and unadvertised. 

We have already seen above how advertising, through creating a 
a large demand, helps the factory to reduce the relative cost of produc* 
tion. Besides thaft, the attitude of a retail shopkeeper is always more 
favourable towards well-advertised goods, because his time is saved 
and be can sell a veiy large quantity; and thus, though he may be 
receiving a smaller trade discount than ha would reedve on unadver¬ 
tised goods, the well-advertised article shows a larger profit in the 
long run. 

In case of high-priced goods, scientific advertising, well-directed, 
teaches the public the most important fact, viz. that price is not the 
only factor on question of selection of goods, even if one can afford 
to pay more ; but that quality and price must have a fairly equitable 
bearing. 

The other point to be remembered in connection with first class 
advertising is that the article advertised jnust be good, in order to 
achieve success in the long run ; and the old doctrine of caveat emptor, 
viz. let the buyer beware does not apply in modem commerce. An 
advertiser must see that such promises he gives as to quality and 
service are strictly fulfilled ; and if he does that, he not only secures 
permanent customers, but the satisfied buyers are continuous advertisers 
and recommenders of his wares to others. 

THE SUCCESSFUL ADVERTISER 

The successful advertiser is one who has rarefully ^he 

wor king of the humm LS^d. He ougBrtb"^ssess~ ^ imafijnat ion of a 
practicaljian of^e world. He^^sSouHT^e ^^ed ^th exce ptiona l 
j^owem of o bservatio n which enable him to noS”current events, wit h 
a view to taking full advantage of them. He should believe in tiw good^ 
qu alities of the articl e s advertised, an d^hould be by temper ament an 
active ojptimkt. If put in competition with equally efficient advertisers, 
he ought to be able to hold his ground in making his advertisements 
attractive as well as effective. When he has to compete with men 
who have not given more than aT'paising^fiought to the subjed*, ias 
work is lindoubtediy^easy, though not actually negligible ^ Thus^ heT 
should not only study the general technicalities regarding the printing 
processes for types, pictures and colours, get in touch with the circulation 
of, and influence exerdsed by various newspapers, magazines, etc., but 
should also grasp the prindples of psychology and make use of that 
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knowledge while preparing the draft copy of his advertisement. This is 
because the modem advertisements have not only to bring to the notice 
of the public the article which is the subject matter for publicity, but 
they should be so framed as to influence the mind of those for whom they 
are meant, to the extent of creating an overpowering desire to acquire 
the same. These results have to be attained by the scientific advertiser 
in the space available, i.e taking the financial provisjom-made l)y the 
fix® concerned, into due consideration., 

FUNCTIONS OF THE ADVERTISING MANAGER 

Tte first qualification of an advertising manager is not only that 
he knows the scientific pnndples^bf advertising itself ; but that he is 
also a first class salesman,, and looks at every advertising proposition 
from the selling standpoint. He must be able, not only to plan adver¬ 
tisements. but also to sec that he gets the largest possible benefit from 
the quota allotted to him by way of advertising expenditure by the 
directors. Dn the basis of this quota he has to prepare his advertising 
budget, and then^prepare a plan on which he has to proceed, with a 
view to securing the maximum result from a minimum possible expendi¬ 
ture ^ It IS thus that he will be in a position to get the best out of the 
amount allotted to him. The staff of his advertising department, 
rjaturally, -will have to be selected with care, and with due regard to 
expenditure which the organization for whom he works is prepared 
to meet. In small concerns, the advertising manager will have to 
perform numerous functions himself, viz. those of the controller, organ¬ 
izer, copy-writer, the layout man, space buyer, etc., but in larger 
^concerns he can afford to have assistants under him, among whom all 
(these duties may be properly divided according to their capacity and 
/experience. He^cannot, of course, succeed in getting framed or framing 
-^pies and advertising literature, unless and until he carefully studies the 
goods he is asked to advertise ; and for that purpose he collaborateer 
^ith the sales-managef of the Establishment or his immediate assistant, 
who is capable of giving Him all the points he desires. The market 
"on which the sale is to be made should also form his sp)ecial subject of 
study. Here, frequently the buyers, who are generally retail shop- 
kp^Ts who call at the head offices, may be copstantly interviewed and 
talked to with a view to learning about their saj|^„and their customers' 
point of view, and to study tjieir requirements, tastes, habits and 
opinions. This study will naturally put him on the right 
road, and constantly give him hints as to whether he 
should alter his advertising methods, and whether the methods hitherto 
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applied can be continued with advantage. The class of people to whom 
the advertisement j^s to appeal must also’Secarefully studied, and a 
proper medium selected for advertisements, appeaiii^ Jto the right ty]^ 

_ ~ ^ 

He should also carefully study the sales policy of the organizatioa 
whicSTTias employed him and fit his advertisements with that policy. 
The advertisements may be planned with a view to directing the 
consumer to the retail shopkeepers who are stocking goods of his com¬ 
pany, or the consumers may be invited to correspond with the central 
organization for catalogues, price-lists, literature, etc. It is claimed 
that this latter method may at least give an index as to the effect of 
advertising on the mind of the prospective consumers. Of course, when 
enquirias as to prospectus and literature are received; these are supplied, 
and the enquirers are referred to the stockists or retailers in the 
locaUty from whence they have applied. This last method is more 
suitable ta|[|^h-priced goods ; but in case of others, it has been found 
more advHH^us that the advertisement and literature should confine 
themselves to^&ing the names of the stockists, etc., of the goods, or 
to directing thelconsumer to the retail shopkeepers. Of course, in 
case of manufaj^rers running chain shop organizations, this reference 
is given as to their own shops in the localities concerned. 

Jn case of large concerns, the advertising manager has to 
co-operate with his own staff! and properly direct thwn in connection 
wTSfi various operations. _ * 

r ""So much of the success of the advertising campaign, and of the 
l^rofits of the whole organization, will depend on the advertising mana¬ 
ger's ai>ility, industry and care, that he may be looked upon as a very 
important and responsible officer in the selling organization of every 
^roncem. In^ the selection of the media or paper, as well as in the 
choosing of posters and their design, he has to be particularly careful ; 
because any error in judgment will naturally mean loss of so muck 
money laid out by his organization in connection with its advertising 
budget. 

HOW TO PREPARE FOR AN ADVERTISING 
CAMPAIGN 

When preparing for an advertising campaign, the manufacturer or 
the wholesaler has to make up hj^,OML,Jbudget, and decide upon the 
amount which he is prepared to lay out in a well-directed campaign. 
He should then f^.oceed to see that this amount is so utilised «in hk 
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advertising campaign, as to produce the maximum result with the 
greatest possible economy of expenditure. The advertising may be 
required with regard to the products which the manufacturer is already 
producing, or with regard to an entirely new product. In either case 
the most representative and distinct lines of his manufacture should 
be selected for this purpose ; and the less important trading lines may 
be either kept in the background, or abandoned for the purpose of 
advertising. 

The next step will be to lay down the selling points wMch he 
wants to push forward to the notice of the advertisement readers, -such 
as cheapness or quality or special design, eto. A brand has to be 
selected, or, as is the case with many manufacturers, specially invented 
as a sort of a patent name, and then this name is familiarized as far 
as possible through the medium c.f a well-organized advertising cam¬ 
paign. Packing of goods, the labelling of the bottles and boxes has 
also to be decided upon, and perfect deigns have to be prepared for 
each through the help of experts, with a view to attract attention, 
create an impression andincrease custom Hit is usual w»th^ome adver¬ 
tisers to proclaim the advent of their advertising campaign through 
trade journals and their salesmen weeks in advance of their being placed 
on the market ; so that retailers in various localities may stock the 
goods anticipating demand from customers who may be attracted by 
this campaign and may be induced to buy same. Frequently, efforts 
are made through salesmen to induce the retailers in the districts 
which are to be covered by an advertising campaign, to stock the 
goods. Unless the goods are stocked, the advertising effort may be 
wasted. 

Frequently, warranties are included in advertisements as to the 
use or particular advantages of the goods ; and these serve as the best 
selling points in many cases. The selling points thus advertised in 
various media are also repeated and reproduced on the packets and 
labels of the articles offered. There are other cases where the best 
advertisement for an article is a simply, honest statement of its uses 
and advantages. There have been cases where, in the case of new 
advertisers and manufacturers, dealers have refused to stock the goods: 
and in such cases large sums have to be expended in order to persuade 
them to do so, even on a sale or return plan> which expenditure is 
looked upon as a'part of advertising expenditure. There are cases 
where dealers refuse to stock the goods on the exen^ of their having 
no spsce in their ^ops. In these cases, special aijmngementa have to 
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be made with the dealers, by which they are enabled to order by 
telephone or telegram, as soon as, in their opinion, the advertising 
campaign has made a favourable impression: and for this purpose stocK 
should be kept at convenient locations in temporary depots. In ca^e 
the first burst of advertisement is unsuccessful, the advertiser must 
stop advertising, and find out why the article offered was imattiactive: 
becuase the failure of an advertisement must be due to that principal 
or primary cause if the advertisement, otherwise, was scientifically 
prepared and well directed. If, on the other hand, the first trial or 
boom of advertisement is successful, the advertiser should follow it 
up by arranging a continuous and systematic series, in a well ordered 
and well thought out programme. Once the market is firmly established, 
of course the advertising* expenditure must gradually be lowered, and 
articles moderately advertised ; because otherwise the excess amount 
spent is decidedly wasted. Well ordered advertisement, moderately 
effected and repeated of a substantial article, has every chance of 
success ; but where something is over-advertised as a " stunt^'t loses 
its attraction altogether, because the public doubts the advertiser as a 
mere advertising adventurer and becomes suspicious as to his serious¬ 
ness, or the quality of the article being offered. This is the reason 
why advertisements conducting competitions, offering prizes, etc., are 
looked upon by the public with suspicion as mere advertising stunts ; 
and the article behind such a^n advertising campaign loses all imp>ortance 
in the public eye. Besides, it is said that competitions of this kind 
take up an enormous arhount of the executive's time, and thus indirectly 
impede the progress of business. The competitors themselves purchase 
articles, not because they require them, but because of the prize 
which they expect to get. As very few of these competitors succeed 
in securing the prizes, naturally the stunt loses its selling effect in 
course of time. 


ASSESSMENT OF ADVERTISING 
APPROPRIATION 

Generally speaking, an average manufacturer does’ not go into 
details, but assesses the amount he should lay out on the basis of sales 
or any,other figures, for the simple reason that frequently this-factor 
has to be arbitrarily decided upon on the margin of money which he 
is able,to spend or set aside on advertising, and cannot possibly take 
into consideration the relation of this amount to his saving cost. No 
doubt that is not the scientific way of approaching the problem, because 
die advertisement is intended* to secure sales and increase pfofits; 
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and if that objective is not achieved, the money spent is wasted 
However, in modem times it is being realized and admitted that the 
advertising expenditure must be on definite information, which can 
be acquired, and that the advertising cost should be decided on the 
footing of that information. In any case, it should not be forgotten 
that it is not possible to lay down a hard and fast rule as to the percent* 
age of cost based on the value of turnover, or on any other basis in 
all cases, for the simple reason that circumstances differ, and a per¬ 
centage which might be very satisfactorily based 6n the sale of an 
established article may be found entirely inadequate for the purpose of 
pushing the sale of an entirely new article. For instance, in the case 
of a motor-car company, one per cent on the selling price may be 
found adequate ; whereas in the case of a soap manufacturer even 
teir per cent on the turnover might be found inadequate. Thus in 
connection with every advertising proposition, the appropriation must 
be’ calculated on the merit of the case itself. The method of arriving 
at as accurate a basis as possible may be dealt with, of course, on 
general terms. One method is of basing the percentage of advertising 
appropriation on the total past sales ; whereas in other cases it is found 
advisable to make a careful estimate of anticipated sales of the year 
or years to come during which the advertising campaign has to be 
carried on, and then arrive at an appropriation. There may, of course 
be differences of opinion as to whether the past or the anticipated 
future sales should be taken as the basis for calculating tlie appropriation 
percentages: but the general opinion is that it is safer to take the past 
sales, as a more reliable basis. However, in case of an entirely new 
article, one has to anticipate sales in the future, as there is no basis 
?f past sales to go upon: but in such cases, care should be taken that 
in optimistic estimate is not made, and a wide margin of more or less 
elasticity should be maintained in the estimate. 

No doubt experience in the business concerned will be the best 
^ide and teacher in connection with arriving at these figures of 
idverdsing appropriation, but the basis can be arrived at by taking 
nto account the following factors, viz. (i) the object with which the 
idvertising campaign is undertaken, (2) the markets in which the same 
las to be launched. (3) the type and class of goods which are to be 
)ushed, (4) whether the goods are known on the market .or an entirely 
lew brand has to be pushed, (5) to what extent the competitors in the 
ame line advertise, and the retailers stock the goods, (6) any particular 
iifficulty in connection with competition or selling of the goode^ (7) 
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the cjapacity of the factory for production in relation to quantity, as 
well as the cost of production. 

^'requently, the object of advertising is simply to maintain the 
good,Qill of a well-known article or brand by keeping its name prominent 
in the public eye. In such cases the percentage will be naturally very 
low if based on the past or estimated future sales ; particularly in markets 
where»it is easy for the manufacturer to maintain his position and 
reputation. If, on the other hand, an ehort is to be made either to 
push the goods on a market where they are unknown, or to increase 
sales on the market where they are already known by capturing the 
custom of other competitors, or creating a new demand in new direction, 
the percentage of advertising appropriation has necessarily to be much 
higher. This percentage can only be arrived at after careful research 
of the market concerned. 

The second point to be decided on is the type erf the market in 
which advertising is to be done, it may be that the type of gjods 
are such that well-to-do people are to be attracted, or the goods are 
saleable more among the middle and the lower middle classes. The 
extent of possibilities of such a market should be, in those cases, the 
deciding factor as to the extent of the advertising appropriation neces¬ 
sary. If the market is large and tlie possibilities of sales more attractive 
or favourable, naturally an appropriation can be made on a more 
liberal scale. 

We have already seen that in a case where the goods are unknown 
on the market, the advertising appropriation has, naturally, to be made 
on a much larger scale, and will have to be calculated on the footing 
of anticipated future sales, as well as the period for which the adver¬ 
tising campaign has to be continued and vice versa. 

The next point will’be the extent as well as the quality of the 
advertising campaign which is already being carried on by the rivals and 
manufacturers concerned. If there is not much advertising on a scientific 
footing done in a market in connection with the goods which the 
manufacturer has come out to sell, his task will be easier and his 
advertising appropriation much smaller ; but in a case where it is 
otherwise, the advertising appropriation will have to be carefully calcu¬ 
lated on a more liberal basis. This is more so where the manufacturer 
finds that there are powerful comf)etitors, w^hose goods are sold in 
large quantities on the market concerned, and are very popular. In 
such cases the prices at which they arc sold in comparison with that 
of the advertiser, as well as the methods of sale adopted by them, the 
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rules of disiribution and delivery, trade discounts allowed and vaij-iDus 
otner services offered must all be taken into account, in compaijisou 
with similar items of services, etc., which* the advertiser hlmselX is 
prepared to offer. Where the aavertiser has to meet the competition 
of an inferior and cheaper article placed on the market by a rival 
manufacturer, the advertising appropriation must be made on a more 
liberal scale, with a view to establish in the pubhc mind the fact that 
the higher price at which the advertiser offers his goods for safe are 
justihed on their merits. In case of a superior article as well, if the 
public are convinced as to its merit, tihe competition with the inferior 
articles and the lower price will also require a good advertising appro¬ 
priation. Tlhe other, item tp be taken into calculation is the extent to 
which the dealers stock the goods of the rival manufacturers ; which 
information should be obtained on a careful research or investigation 
with the dealers. 

The next point to be taken into calculation and balance is the 
difficulty, if any, which is peculiar to the selling of the goods which 
the advertising manufacturer is trying to push in the market. It may 
be that his goods may not be of the same merit as those of his rivals, 
compared to the price diarged: in which case he will have to adjust first 
the difference and bring them on the level of the question of merit. 
It may be, on the other hand, that they are more popular with a certain 
section of the population, even though equal in merit in which case, 
of course, people have to get over that difficulty by a sufficient adver¬ 
tising appropriation and well planned advertising campaign. If, on 
the other hand, the retailers are troublesome, and will not stock his 
goods, he will have to deal with them liberally by actually paying them, 
with a view to inducing them to slock, or following other methods 
that are convenient and hardy. If there is a defect in his own selling 
organization, the same must be discovered arid put right ; or it may 
be that the buyers are not yet capable of appreciating the usefulness 
of the goods, and are not using them ; in which case an educative 
advertising campaign has to be undertaken, for which an adequate 
appropriation on a regular basis will have to be made. 

It should not be forgotten that in the case of manufacturing 
industiy, the law of economics which applies is, the larger the produc¬ 
tion, the lower the relative cost. Thus T the rival's goods are sold in 
large quantities, he is at an advantage as a manufacturer, because his 
relative cost is dec dedly lower than that of the advertising manulao 
turer Here he has to consider whether he cannot himself bring the 
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productive capacity of his work on the level of his rivals, or reduce his 
costs by other methods. The other defect that should be guarded 
against is that the advertising campaign on large hues on a liberal 
appropriation may produce a demand with which the factory may 
not be able to cope, and thus the money laid out may^be wasted. 

The above are all the factors which a scientific advertising manager 
takes into calculation and weighs in the balance, in consultation with 
the salesmanager, before he amves at the pfjcentage of his advertising 
appropriation. 


THE PREPARATION OF THE 
COPY APPEAL 

In the preparation of what is called the “ copy appeal of the 
advertisement, great ingenuity has to be displayed, and various elements 
taken into account and provided for The principal elements which 
a good copy should embrace to the highest attainable degree, are:— 
(i) Attention value ; ( 2 ) Sug^stive value ; ( 3 ) Memonsing value ; ( 4 ) 
Conviction value ; ( 5 } Value from the point of view of an appeal to 
sentiment; ( 6 ) Value from the standpoint of answering the demands of 
and creating habits; ( 7 ) Value from the standpoint of an appeal to 
human instincts. We shall proceed to examine each of these elements 
separately. 


Attention Value 

It is quite easy to understand that a copy, though it may possess 
all other merits, would be useless if it does not possess the power to 
attract attention, or what is technically called display value The 
first care, therefore, of a scientific advertiser is to ‘make his copy as 
attractive, from the atandpomt of attention value, as pos sible. A large 
amount of money is simply thrown away by careless advertisers through 
the neglect of this most elementary factor, ^jthese active times people 
me too bu^ vduiitarily la read advertisementsr~ahd practical 
advertiser has to see that ha so manages tx> br.ng out his copy as 
involuntarily to foiceTiit^ition, and persuade^ h[s audie nce"^ 
w^t he has to states—Moving figures and switch-lights -are bSng 
recently used in case of street advertisements, with irresistible efiects. 
C olour plays a very import ant part in adding to the attention value 
of advertisements, as here, sight has to ^ appealed to^ Red, yellow 
Md blue are the most emphatic of cobui^, whxh^ wh^ used with 
while and black m an artistic manner, considerably add to the 



400 Busmess Organization 

attraction value of advertisements. These prints should be in large 
types or blended in an artistic manner with pictures. Yellow signifies 
light, which, when blended with the most emphatic of all colours, red, 
e;q)resses fire and has a great attractive value when appropriately used. 

Display value is improved by (i) pictures, (2) use of display types, 
(3) use of colours, (4) borders, (5) use of repiy coupons, (6) attractive 
head lines and slogans in display types, (7) leaving space eitlier at 
the head and foot of an advertisement cr all round it, (8) giving a 
distinctive and novel appearance to your advertisement, as compared 
With others on the same page, (9) in the case of street advertisements, 
py use of switch-lights and neon signs or flood lights. 

According to Professor. Harlow CaJe, red carries the greatest 
attractive value, green is the next best and black the^ttod.,.^ 

The other element, which, while it plays a very important part 
in adding to, or deducting from, t^ atiractive value of an ad ver ^ 
Usement, is the quality of the other competing^adver tisements surroun^ 
ing it^^v(hether it is a street, magazine or newspaper adveilisement. 
If 2 he other advertisements are more attractive than our own, ours 
is the least likely to be noticedL The scientific advertiser, has, there¬ 
fore, to make a careful study of the- competing advertisements appear¬ 
ing in the medium which he selects for his advertisement. A careiesa 
draft, made out in a hurry, with eyes practically closed towards this 
factor, would result in waste of money and time. This is the main, 
reason why full page advertisements in magazines and newspapers 
cany the greatest attention value. There is no competing advertise¬ 
ment to lead the reader's attention away, and the chances are that^ 
they will be noticed. The expense involved, however, makes it 
impossible for the majonty of advertisers to utilize full pages for adver¬ 
tisements. 

Next in importance to space is the des ffl or ir et-up of the adver¬ 
tisement itself. Pictures, when appropriately used in connection with 
advertisements, cany with them a peculiar attenion value. The words 
appropriately used" mean that the picture should have some 
decided bearing on the matter advertised^ anctjtell its own tale: 
becau^ if there is nothing in ttuj picture to indicate the value 
of usefulness of the article advertised, the person whb^ att entio n the 
picture has succeeded ifi~attracting ,will most probably pa^lhe^-saine 
oyer without reading the advertisement printed iqjder.- itr-lhiw^^ fru^ 
trating the main object sought to be attained by the advertiser. ♦ A 
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scientifically designed picture advertisement should not only attract 
attention but should also indicate, as far as possible, the article adver¬ 
tised. Th e suggestion must be so emphatic and attractWe bhaJL the 
person notic ing it should be mvofuntarily tempted to read it. It is 
thus that repeated riding of Ihr^dveffisemenis^ m newspapers, maga¬ 
zines, placards in streets, tramways, railways, etc., creates (i) a 
favourable impression on the mind of the pubhc, (2) familiarises 
brand advertised, (3) pushes its sale, and (4) helps to build up_ good¬ 
will of no mean value. To make the matter more clear, it would be 
better to take up tw^ illustrations, one in which a picture is u^d 
which has no bearing on the article advertised, and the other in which 
it is appropriate. Supposing a dealer in silk were to use the image 
of an artistically pannted lion in connection with the advertisement of 
his shop. The picture, no doubt, will attract a certain amount of 
attention, but will fail either to create an interest which would induce 
people who notice the same to read the printed matter appearing along 
with it, or to give them an idea .as to the nature of the articles dealt 
in by the shop. To the common run of people who handle daily 
'^ewspapers or magazines, the advertiser and his wares will remain 
obscure, with the exception of the very few who have time and leisure 
make it a point to read advertisements. If, on the other hand, a 
i^uentific advertiser were to be asked to handle this copy, the picture 
most probably would be that of a charming young woman dressed in 
.fashionable silk in the act of stepping out of a motor-car, outside the 
\shop of our advertiser, whose windows exhibit fine silk garments 
together with the sign board indicating the name of its propfietora. 

complete description of goods, etc., will also appear at the foot of 
the picture in appropriate types, artistically arranged. Here the 
nature of the business advertised is suggested, side by side with the 
class of people who patronize the shop. The sign board unconscioudy 
forces its name to the notice of the reader. Feminine curiosity is 
appealed to in a forcible manner, with the result that many a fail 
patron of silk and satin will ^d recreation in paying a flying visil 
to this abode of pleasure. Our friend of the silk trade, thanks tc 
an excellent equipment of capable salesmen, coupled with an attrao 
tive stock, will experience little difficulty in inflating the figure oi 
his daily sales. 

The other most effective method is to show the article in its use, 
^^ere this can be done the nictuxe carries both the atteuBon a^ wcl] 
aa suggestive value. 

2 $ 
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The picture selected must not* only be appropriate, but should be 
such as would create sympathy and attract those for whom it is meant. 
It should not offend the feeling of the class appealed to, nor create 
amusement of a type which is likely to lose the respect of the reader. 
Frequently, attempts are made to make pictures amusmg. Unless one 
is possessed of rare gifts in the direction of presenting comic pictures 
in an appropriate fashion, it is rather a risky experiment to be attempted 
in the course of an advertising campaign. 

Frequently, portraits of dealers are used in advertisements, parti- 
culariy in ca^ of mail order business. It is suggested that an honest 
and sincere look carries conviction and inspires confidence. Pictures 
giving sectional views of the inside mechanism are also effective where 
some special points are to be made in connection with the article 
advertised. To economise space a part of the picture is sometimes 
shown. 

In connection with illustrations, it may be noted that the scientific 
advertiser has a very large selection of processes, from which he selects 
according \o his requirement. All these processes are founded on either 
tibie. half-tone or the line engraving method. The half-tone is based 
on the photograph of the illustration and has naturally a very realistic 
effect. It has. however, to be printed on a superior paper. In other 
cases the line engraving or the zinc etchings are the most appropriate. 
For these, actual drawings or prints have to be prepared. These out¬ 
line blocks can be shaded to any extent in order to get a proper effect. 
It is always best to get blocks specially made, rather than buy stock, 
ready-made blocks from dealers who make them. Frequently the 
manufacturers supply their agents and dealers who stock their goods 
with appropriate blocks which may be used with advantage. The 
advertiser while ordering the same to be published, should prepare the 
copy, indicating the exact position of the block, preferably pasting oa 
the copy-the actual print wherever possible. 

The practice of using colour pictures in case of magazine adver- 
Usements has also come on the scene, though not universal yet. Here 
generally two colour and tliree colour pictures are used. This natur¬ 
ally requires more than one printing in order to bring out the different 
colours. 

Great importance is als o attach ed to the attractive value of the 
bead^l^ used^to connection with jm advertisement. The_gege^ 
Cjpioion is in fcivour of a head line made up of three words 
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printed in emp hatic black display^types. The wording itself has to 
Se^very carefully thought out witli ^ar-'view to creating an effective 
impression on the mind of the right party, i.e., the class appealed to,. 
Catch-phrases, current pohtical maxims let loose by some public leader 
of eminence, as well as some living incident of the world's current 
histoiy towards which the public mind happens to be directed at the 
moment, are frequently made use of with excellent results. These are 
known as "slogans". The (mejis^_^JCjodak, the famous_c^era_ 
manutacturers, is "you press the button, we do the rest" which is 
inost aj^ropnate to the axticle advertised. 

The other i^ethod employed for attracting attention is to leave 
a space at the head and foot of the advertisement. Others leave space 
ail round the copy which helps to bring the same into prominence. 
Artistic borders are also resorted to with the same object, but here 
care should be taken to see that the border is not made more attrac¬ 
tive than the advertisement itself, as that nught have the tendency 
to distract the reader's attention from the advertisement, which atten¬ 
tion may be monopolised by the border. If a border ^s selected at 
all, it is best to have it in as plain a form as possible. Too much 
ornamentation and decoration in an advertisement should be avoided 
for the same reason. In case of borders, careful study should be 
made of the class of borders, if any, that may be already used by 
competing advertisements in the same medium. If square borders 
are in general use, make use of a border with round corners, and 
vice versa, in case of your copy, with a view to creating a novelty 
and thus to drawing 'tlie reader’s attention. A large number of advK- 
tisements do not cany ornamentation or pictures either through the 
force of circumstances, or as of choice, and here the proper selection 
and arrangement of types is a factor of considerable importance. Very 
few advertisers in India pay any regard to this jmporlant factor and 
are more or less at the mercy of the newsp^er compositors, thereby 
frequently spoiling the effect of an otherwise good, copy. The types 
should be so arranged as not only to attract attention from a general 
stand-point, but also with a view to giving the reader's eye a halt at 
some important point you wish to emphasize. It is preferable to under¬ 
line a sentence of importance rather than to use italics, as underlining 
attracts greater attention and seems more natural. 

As to price q uotation as an j.tt raction, the same shouldonlyJbifiL 
quoted if the price is'pait l^a'rlv low-andJs -ih ns a stMn ^""pQ in^Of 
course, in the case of retailers who deal in superior goods, and whose 
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customers are more particular about quality than cheapness, price 
should not be quoted. When quoted the pnces should be placed at 
the foot in right hand corner of the advertisement. 

Reply coupons are also used in connection with advertisements 
with aTview t^Ijra^mg "well as for thdr snjggestive'TS^^ 

These coupons when made out in the form of triangles are the most 
attractive from the point of view of attention value, as they cut 
through the advertisements in an uncommon manner and arrest Jth^ 
eye of the reader. _ 

The careful and scientific use of types goes a long way towards 
increasing the display value of an advertisement, for this purpose 
the scientific advertiser should master typography. Over-display should 
be studiously avoided. The object of display is to just catch and 
guide the eye to a point made in the advertisement, and this has to 
be made with care and moderation. Tliere should not be a lavish use 
of all capital letters. They may be appropriately used in connection 
with the advertiser's name or that of the product. In case of dis¬ 
play types, afeo, it is the opinion of the experts that in most cases 
it is hardly necessary to use more than two styles of display typu. 
Of course the heading should always be set in bold types except in 
the case of very small advertisements. It should, as far as possible, 
be set in one line ; and in case it has to be set in more than one line 
the division should be so made as to present the best appearance. The 
upper portion of the advertisement should be set in a stronger display 
than the lower portion. This is done with a view to bringing a 
balance. This remark applies both to the types as well as to ihe 
illustration that may be used In case of advertisements which are 
closely set, larger and heavier display types should be used. In the 
body matter as few display types as possible should be used, and 
those too, of light face unless there is abundant loose space available. 

Suggestive Value 

The wording as jwell^as the picture jhould possess suggestive _Yalue^_ 
i.e., they should be represented in a manner as would suggest to the 
reader the ^vantages of buying your articles and, so to say, impel’ 
him to do so. When a hypnotist wishes to put his subject into 
hypnotic sleep he repeatedly suggests that he is sleepy, which act 
gradually captures the subject's will, thereby sending him to sleep and 
making him act in the manner suggested. The scientific advertiser 
should also try his best to make his copy carry this valuable element. 
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so that a person who frequently sees the advertisement, is gradually 
induced to buy and try the merits of the goods advertised. Freqijei^tly.. 
words such as Have you tried Lipton’s Tea ? Try i* 

the best in flavour'", etc., are found in advertisements with appro¬ 
priate accompaniments. These phrases are meant to act as so many 
emphatic suggestions, which are calculated through a course of 
repeated reading in placards, magazines, streets, cars, etc., to produce 
an effect on the mind of the freader similar to that produced by the 
hypnotist on his subject. ^Ped^e read advertisements in newspapers, 
magazines, placards, etc., half ctinsciously and get the information as to 
(he maker and the advantages offered by certain articles. They then 
forget the source of this information, and begin to think that these 
names, so familiar to them, have been recommended by some friends 
either in business or at their clubs. In order to bring about this most 
desirable result, the advertiser should not only bear in mind the value 
of suggestions made in a correct form, but should also attempt to 
make the best impression on the mind of the reader as to the merits 
of the articles offered.) Frequently, the suggestion is inserted in the 
form of a command, kich as, '' Join Dayarls. jCk>M^^ 
a practical course^of commercial education" ; "Be your own car- 
penter„by..buying Ellen's Tool Box in connection Jsdth adverr 

tisements, which catchwords are meant to act as sugg^tibns in the 
form of a direct command. These commands are most effective with 
the class used to obey commands, but they should not be used in 
case of customers who are used to commanding others. Wth the 
latter, a mild suggestion in an indirefl form expressed throu^ the 
medium of an illustration, picture, or words may be tried with the 
best result. 


Memorizing Value 

ITie copy should be so presented as to create a lasting impression 
on the minds of its readers. In our early school days, in order to 
memorize poetry or ahy other lessons we resorted to the good old 
device of repeating the lesson. The advertiser can secure a similar 
result, as far as the memory of his readers is concerned, by repeating 
his advertisements. An advertisement which appeals to the emotions 
and S3mipathy of the reaciers is most likely to be rememberedy Dr, Dili 
Scott gives as. an illustration a picture of an advertisemejlt of the 
Pelman's School for memory-training, in_which a young man ie 
shown in the act of gi^dng up in despair the 4 essQn,.. W^^^ has been 
trying to master. He is shown with one hand resting on the forehead* 
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closed Md a sor t of hazy cloud is drawn across his forehead 
to represent the mental fog. This picture according to the learned 
doctor is not only likely to attract attention of young men similkrly 
situated, but is also likely to impress itself on their memory through 
the sympathy it is likely to create. 

Conviction Value 

The next,point to be seen is that the composition is presented 
in a manner which is likely to be belksS^ed and taken seriously by its 
readers. A, bmnba ^stic or exaggerated^ ^ ^l e is likely to have a contrary 
effect, and sho uld, t herefore. avoided . Try to convince your rea ders 
as to the assertion carried by your advertisement b y logical arguments 
wherever possible. ^ A copy which is not accompanied by a picture, 
should make up all that the picture would have suggested through the 
medium of arguments advanced. IrrelevanL talk should be avoided 
and the language should be brief, convincing, simple and to the po^. 
It isjio use saying that your goods are the best in the market, without 
adding some argument in their favour of a more or less convincing 
nature. ' Show why they are likely to be the best, describe the specIaT 
advantages commanded by yoy/either in their manufacture or purchase, 
or some other equally practical reason which is likely to convince the 
class of readers appealed to. , One method most successfully used in 
this connection is when the advertiser offers to take back the goods if 
returned as unsatisfactory within a certain time. This undoubtedly 
creates a good impression on the mind of the prospective buyer, by 
helping to convince him or her as to the confidence of the dealer in 
the quality of the goods offered. Experience has shown that very 
little risk is involved in making this oSS* in the case of goods of fealljr 
good value. 


Sentimental Value 

Sentiment plays a very important part in all walks of life, and 
a large number of our actions are influenced by the same factor. In 
the preparation of the copy, therefore, this important factor should'not 
be lost sight of, and whenever possible, full advantage should be taken 
of the potential value carried by same. In no case should the draft 
be made to include anything which is likely to injure the feelings of 
readers, or to create an adverse effect in this connection. This is 
particularly to be-, noted in case of foodstuff advertisements, for a 
taste for food is more or less a question of sentiment. Articles like 
biscuits or sweets offered in a tastefully designed packing are more 
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likely to appeal to and attract the consumer, than those are 

clumsily sold m old-fashioned paper bags. With the advance of civil¬ 
ization, people have learnt to appreciate neat habits, as well as 
the laws of hygiene and cleanliness^ The result is, that food served 
in a clean and artistic surrounding, appeals to them with a greater 
force. Perhaps a workman used to manual labour and blessed with 
a keen appetite may not appreciate this factor^„ but those who by 
force of circumstances have to follow sedentary occupations are less 
fortunate in this regard, and care has to be tak^n to see that nothing 
which has an unpleasant savour is introduced_in_connectioD with food 
or articles of diet which are meant for their consumption Through 
picture-advertisements artistically drawn, full advantage may be taken 
6 f this factor, particularly in connection with foodstuffs offered for 
sale. Let us take the instance of sweets sold in a clumsy manner ^ 
some of our old-fashioned Indian sweetmeat shops, and ^compare them 
with those of manufacturers with modern ideas, offered for sale in 
neat artistic boxes with neat paper and silver packing. The latter 
appeals to people of cultured taste who are prepared to pay a much 
higher price for them. 

Answering Demands and Creating Buying Habits 

We h^ve already noted and emphasized that the object of adver¬ 
tising is not only to answer existing demands, but also to create fresh 
ones by breaking new ground. With this purpose in view, the copy 
must carry with it what is known as an educative value, i.c. one which 
not only informs people "as to the nature of the articles offered for sale 
and the places whence they can be procured, but also embraces elements 
which will make the reader, who is not in the habit of using them, do 
so, and thus create a demand. The task of creating new habits is the» 
most difficult from the stand-point of the scientific advertiser, as habits 
once formed are difficult to eradicate, and in order to induce people 
to act in a contrary direction, i.e. in the direction which the advertiser 
wishes them to follow, a regular and sustained advertising campaign 
becomes necessary. Of course the advertiser should study the iiabits 
of the people he deals with, and then try to meet, them in the most 
acceptable form. That is no doubt an easy method, and the least 
expensive. But where the sale of a new invention is to be pushed, ft 
might necessitate a campaign with a view to. inducing people^ 
to form certain habits which, it is caknlated, will lead to a 
demand for the arHcle concerned. Here an advertising propa¬ 
ganda has to be planned on an educative basis, in order to 
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attain the object in view. For this purpose all the resources__Qf. 
logic and argument are made use of and the copy vividly and repeat¬ 
edly presented to the public through the various media already de_dt 
with. Wherever possible, full advantage should be taken of such current 
events as are likely to fit in with the arguments presented. As we 
have already observed, habits of people once formed arc very difficult 
to alter; but at the same time it is equally true that if the advertiser 
succeeds in creating a new habit in his favour he will have secured 
h more or less permanent custom. For example, people who are in 
the habit of buying and using Pears' Soap will require a lot of 
argument before they could be induced to give up using that soap 
for some other, but there is no doubt that if the object is achieved, 
the convert is sure to stick to the new brand even more tenaciously 
than he did to the old. ^ A scientific advertiser, therefore, studies habits 
as they already exist, takes full advantage of them, at the same time 
leading his reader unconsciously towards new habits which result in 
a demand for tlie articles whose sale he is deputed to boom. 

Appeal to Human Instincts 

According to both Dr. Dill Scott and Professor Hess, mankind are 
more or less guided by instincts or inclinations which are common to 
humanity of which the advertiser must carefully take note while pre¬ 
paring his copy. According to both these authorities the following 
are the principal instincts: — 

(1) Self-Preservation Instinct. 

(2) Food Instinct. 

(3) Hunting Instinct. 

(4) Clothing Instinct. 

(5) Hoarding Instinct. 

(6) Something-for-Nothing Instinct. 

(7) Parental Instinct. 

\j(8) Curiosity Instinct. 

(1) Self-Preservation Instinct 

It is quite natural with us all to be particularly careful to preserve 
and protect our person, our health, our lives, our family and our 
belongings. There is hardly any person who does not instinctively hold 
out his hand in self-defence if an attempt is made on his life or person. 
This may be termed the self-preservation instinct, ever present in 
many, which may be made full use of by the advertiser. The increasing 
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sale of patent medidnes is mainly due to mankind's fear of death and 
sickness. Various other items such as woollen clothes, overcoats, health 
resorts, health foods, jAysical culture courses are advertised success¬ 
fully by introducing in the copy an appeal to this most active of all 
instincts. 


(2) Food Itistiflct 

We have already dealt with this instinct while discussing the 
preparation of copies mostly in connection with the question of an 
appeal to sentiment. Food is a question of sentiment. When adver¬ 
tising foodstuffs it is always best to avoid everything which is likely to 
offend the reader's ideas on the question of taste or the nature or 
quality of food. 


( 3 ) Hunting Instinct 

This is one of the oldest instincts handed down t^^ from imme¬ 
morial times when our ancestors had to hunt for th^ food. Many 
dealers in sporting rifles, ammunition, sporting kits, etc., make use 
of this instinct both in pictures and arguments. 

( 4 ) Clothing Instinct 

Since the time of Mother Eve, mankind has displayed a particular 
partiahty for dress and clothing. In fact the love for artistic clothing 
in variegated colours was even stronger in days gone by than now. 
All over the civilised world dress and appeal are looked upon as 
the principal designators of a man's station in life, habits and tastes. 
Of course the idea as to the right kind of clothes and the proper 
blending of colour, etc., keep on continually altering with the passage 
of time, and with constant change of thoughts as well as with the 
closer contact of various nationalities of the world, their habits, tastes 
and manufactures, but the main factor, viz. the instinct which attracts 
men and women to what they consider to be the smartest form of 
dress, is as strong with us as ever and promises to improve day by 
day. A modem man or woman's ward-robe would have sufficed for 
half-a-dozen of the same class in ancient times. The advertiser, there¬ 
fore, who wishes to place on the market any article which has a 
bearing on the clothing and dress of either sex, gets a telling effect 
by introducing elements in his copy in which full advantage of this 
natural aptitude is taken. Of course full regard should be had for 
what is considered to be the most up-to-date and correct form of 
dressing among the class to whom his appeal is addressed. 
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(5) Hoarding Instinct 

This is said to be an inborn human instinct though more JULJfis&_ 
dormant. It may be that in some this instinct is rather too highly 
developed and may be regarded as a drawback, as in the case of 
a miser, whereas in others, the same is woefully weak, as in the case 
of the spendthrift and the prodigal. We like to collect articles 
in -the form of money, postage-stamps, match-box labels, old 
pictures and curios, etc. We work and labour to get them. 
Those among us who are happily overburdened with worldly riches 
are in a position to gratify their inclinations to a greater degree com¬ 
pared to our less fortunate brethren, but that is only a question of 
ability. An appeal to this instinct can be easily and advantageously 
made in the case of advertisements by life assurance companies, who 
offer various schemes for the effecting of policies which enable persons 
to collect, lay aside or provide for either an emergency, or the much 
dreaded old a|||i Bankers, financing institutions, as well as associa-_ 
tions and GovWiments offering bonds and other securities for invest¬ 
ment can also advantageously incorporate this appeal in therr 
advertisements. 


(6) Something-for-Nothing Instinct 

This instinct is being appealed to in advertisements for cinema 
shows and theatres, lottery bonds and other articles, through the offer 
of valuable watches, furniture, or round sums of money as prizes to 
the fortunate possessors of the ticket whose number is drawn. 

(7) Parental Instinct 

The parental instinct is no doubt familiar to us all, who gratefully 
remember and appreciate the all-sacrificing love of a.mother, and the 
more balanced, though none the less powerful affection of a good father^ 
The scientific advertiser who has any of the children's requisites to 
sell, always appeals to the parental instinct through his copy. The 
author came across an excellent example of this appeal iri connection 
with one of the recent Mellin's Food advertisements where the picture 
of a middle class English family was shown, assembled in its drawing¬ 
room, the father in a remote comer, smoking his cigarette, the mother 
on the most prominent side of the picture throwing out her arms in 
the act of receiving a baby which is being made to walk in her 
direction by a grown up daughter. The head-line of the advertisement 
“ Baby's first steps" and later the merits of Mellin's Food in 
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connection with nourishing and supporting the strength of babies and 
children are Stated in a brief but impressive language. This picture is 
bound to attract the attention of parents—^particularly mothers with 
babies to bring up—to whom the appeal seems particularly to have 
been directed. 


(8) Curiosity Instinct 

Human beings are curiously inquisitive and as long as they do 
not go to unreasonable lengths in this regard, this factor need not 
be regarded in an unfavourable light. A person who keeps his eyes 
and ears open and thirsts for legitimate knowledge of human affairs, 
with a view to keeping himself up-to-date with regard to modem 
developments and progress, is making the best use of this instinct. 
Some advertisers try to make their advertisements attractive by inserting 
an element of curiosity which forces those of their readers who are 
so inclined to read and answer the advertisements. Puzzle advertise¬ 
ments frequently appearing in various magazines and newspapers may 
be taken as illustrations of thi^ attempt. 

PREPARATION FOR THE PRESS AND 
PRINTING PROCESSES 

A scientific advertiser must have a working knowledge of the types, 
their arrangement and lay-out, as well as some of the important printing 
processes, in order to be able to prepare his copy for printing purposes, 
and to give accurate instructions to the compositor as to the manner 
in which the copy for advertisement has to be got up. While instructing^ 
the printer as to the size of the type which should be used for 
the heading or for display matter, i.e. the matter which is to be 
prominently displayed in deep or bold types, the advertiser must 
remember that type is measured on what is called the point system 
One inch is divided into 72 points, and the word point ” below is 
shown in the exact 72 points, i.e. i inch type. 

Point 

It may be mentioned that in reckoning the points, the height of 
the body of the type is measured. When the type is said to be of 
10 points, it is the body of the type, and not the face of the letter. 
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which is approximately stated to be of that size in height. Thus the 
face of a lO point capital M is about 8 points high, and the rest is 
taken up by what is called the ''em** of the type: that is, the square 
on which the type is engraved. On the other hand, an " en** is one 
half of the area of an ''em*' in breadth. A lead is a thin strip of 
metal introduced between lines of types in order to make space and 
give the printed matter an open appearance. When two leads are 
inserted between the lines, the type is said to be double leaded and 
where no lead is used the type is said to be solid. The leads vary in 
thickness such as i, if, 2 and 3 point leads, and it is best always 
to instruct the compositor as to what point of leads is desired. 

The types are also divided into two main divisions, viz.—(i) dis¬ 
play and (2) body type. The display is heavier in face than 
body type, and is generally used in connection with sentences, headings 
and body words, where an emphasis is desired to be given on that 
which the advertiser has written. The following are the two examples 
of display and body types: — 

THIS IS 10 pt. DISPUY TYPE. 

This is 10 pt. body type. 

The display types are again divided into condensed 10 pt. type, 
bold medium ty’pe and bold extended type. 

This is iO pt Bold Condensed type 
This is 10 pt. Bold Medium type 
is 10 pt. Bol<l £!xteiided tj^pe 

The most commonly used body types are the old style Roman 
and modem style Roman, the former being most popular as they 
happen to be less tiresome to the eyes. They are as follows: — 

This is Old style 10 pt Roman type. 

This is Modern 10 pt. Ronaan type. 

The actual, design of the type is called the “ face ", and each is 
known by its name. These faces are again divided in series and the 
series is known by the technical name " family ", Thus the types of 
the same family mean those of associated faces. The t3^pes are supplied 
in what is called founts ** and a fount of type contains the proportion 
of various letters of the alphabet in accordance with its frequency in 
use in the English language, together with numericals, punctuation 
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marks, etc. Each face has its fount of complete types. Type is 
set cither by hand or by machines according to convenience and 
circumstances. There are two kinds of machines for setting, one is 
called ''monotype*' and the other is '‘linotype". The former pro¬ 
duces individual characters and combinations of characters , whereas 
the latter casts type in lines of pre-determined width. Machines are 
ako used for introducing mechanical setting of display matter. There 
is another machine known as " Intertype ", which produces a com¬ 
pound material. Both the monotype and linotype machines cast 
their own types by a certain process laid down, and automatically 
places the type so cast into correct positions in which they are being 
composed Line by hne the machine fixes up the t3^e, and as soon as 
the line is finished automatically it makes the necessary movement for 
beginning a new line. In the case of linotype, the material is cast 
in lines or " slugs " ; the advantage of the Imotype setting is that the 
material is very rapidly produced, cast and assembled, and being in 
a solid line is less likely to get mixed up by accident, which advantage 
the monotype set does not carry. The disadvantage is that if there is 
an error, in the case of linotype it is more difficult to correct ; though 
frequently these corrections are made by a skilful operator by dropping 
a hand set character after cutting out a .letter or word from the Hne 
made by the linotype. 


How to Make a Lay-out 

The " Lay-out" may be defined as the arrangement of tlie 
matter including illustration or picture or block of a trade mark if 
any, in copy of the advertisement for guidance of the compositor. Let 
us suppose that the advertisement writer has prepared his copy, in 
which he has stated the heading and body matter, and the block of 
a picture, or trade-mark which he wants to be printed along with it 
has been indicated in the copy, wfiich is fully written out. and has 
also given indications in the margin to the printer as to the size and 
the face of the type he wants him to use in the space which he is 
prepared to pay for ; his next step will be to prepare what is called 
a " lay-out ". The object of the lay-out is to give the compositor 
a rough picture of what the advertiser wants his advertisement to be, 
in the form in which he would like it to be set up in types and block. 
Thus* the lay-out is prepared separately, and instructions are given 
on the margin as to the size and class of type to be used, and also to 
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indicate the place or position in which the block or the picture, if 
CUT, has to appear. This not only saves the printer and compositor 
the trouble of imagining what his client wants and making a lay-out 
ihmself, but also saves the client from disappointment by ensuring 
that his advertisement appears in a good form when it is published. 
In preparing the lay-out, the first point that should be stated is the 
Width and depth of the advertisement itself, and if an illustration or 
picture is to be published in the advertisement, it is always best to 
cut out an impression of same, received with the block from the block- 
maker and paste it on the lay-out in the position in which the advertiser 
wishes it to be printed. If that is not possible, the block may be indi¬ 
cated by drawing a square at the place where it should appear. In a 
case, where there are several blocks in one advertisement, they may 
be numbered and indications may be given according to the number. 
In case borders are to be placed, the best thing is to indicate by draw¬ 
ing same in the correct position on the lay-out. This may be done 
by pencil and ruler. The size of type, and wherever it is to be bold 
faced in any shape or form may be indicated: but generally the facing 
is not indicated unless the advertiser knows the class of types which 
the printer uses. The space to be occupied by the body type is also 
to be indicated, and the fines to be indicated by filling in the space 
with pencil lines according to the measure and width of the body 
matter desired. In case of headings, frequently these are written out 
if a slogan has to be used at the top or a name particularly displayed 
in bold facing ; and in the margin instructions may be given as to 
the class and size of the type v^^hich is to be used in connection there¬ 
with. In short, all that the lay-out claims to do is to prepare and 
place before the printer a typographical diagram guiding him as to 
the form in which the advertiser wants the matter to be composed 
and built up, and indicating the place where display as well as picture 
has to be shown. Ail instructions to the printers should be given on 
the margin with a ring round them. In case of borders, too, correct 
indications should be given as to whether they are to be plain or in 
any other form. The types of course will be indicated as bold faced, 
deep black, Roman, ordinary, etc. The following is an illustration 
in rough to give an idea of what a lay-out is like;.— 
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Proof Correcting 

When the printer’s proof comes in, the next business will be to 
correct the errors and return the proof. In connection with proof- 
correcting, various marks are used by the printers which are known 
by special names and signs and indicate what they exa<j|^y mean. The 
following are the most important marks which a student must study: — 


ftQ|u . 

Change to capitals. 

5. C. 

Change to small capitals. 

£. c. 

Change to lower case. 

hiym . 

Change to Roman. 

itdi. 

Change to Italic. 

Li. 

Change to bold face. 


- Under word, means Put this fn Italics 

- Under word, means Put this in small caps 

z Under word, means ‘'Put this in caps”. 

Under word, means, " Put this in bold-faced caps 
and lower case ” 


Under word, means Put this in bold-faced caps*'# 




Ketain ctossed<out word or letter. 


i 

Uz Mm 


Under a cancellation means " Let it stand " ; used io 
conjunction with " stet ” in the margin. 

Here is an omission ; see the copy. 
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nanijw. 


Ttunodcfi. 

rumkck. 


?? 


TM) f] 












A 

r‘\ 


CcV-it 

II 


27 


Make no break in the reading. 

Run this word or syllable over to the next line. 

Run word or syllable back to the preceding line. 

Start a paragraph here. 

No paragraph ; sometimes written run on 
Spell out the enclosed word or words. 

Transpose words or letters as indicated. 

Wrong fount ; change to proper fount. 

Is this right ? 

This mark, the dele, means Take out the crossed 
out type, word, or sentence 

Take out the character indicated and clo.se up. 

Insert apostrophe. 

Insert quotation marks. 

Make correction indicated in margin. 

Join these letters in a logotype, as oe, ae, etc. 
Equalize spacing. 

Line up ; that is, rnake the lines even with other matter. 
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o 

o 

’/ 


i/ 


-/ 

H 

l-^l 

/i2/ 

?/ 


I] 

L 

L ml 
O 


Straighten lines, or type out of line. 

Insert period. 

Insert colon. 

Insert comma. 

Insert semicolon. 

Insert hyphen. 

Insert one-em dash. 

Insert two-em dash. 

Insert en dash. 

Insert interrogation mark. 

Upside down ; reverse. 

Insert space here. 

Close up—no space. 

Move this to the left. 

Move this to the right. 

Between words means, amend, equalise and improve 
the spacing. 

On either side of a word. Centre this word or group 
of words on the measure. 

After a word or syllable at the end of a line. This 
looks bad, move to the preceding or following line. 
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Between two paragraphs. Run on, or make these 
two paragraphs into one paragraph. 

Round the beginning of the hrst word of a line. 
Begin this line where the perpendicular lines are. 


I-1 



<yiN.R 


Raise to proper position. 

Lower to proper position. 

Between letters or words. Transpose these letters or 
words. 

Begin a new paragraph where indicated by 


Between lines near the bottom of a page. Take these 
lines over to the next page. 


L- 


□ 

□ □ 
□□□ 

JL 

X 


Between lines near the top of a page. Take these 
lines back to the previous page. 

Under fl, fi, ffi, ffl, ct. or st. Change for a ligature, 
fl, fi, ff, etc. 

Indent line one em of size of type used. 

Indent 2-ems. 

Indent 3-ems. 

Push down this lead or space. 

Battered type ; change. 
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GLOSSARY OF PRINTING TERMS 

Advance sheets: —Sheets of a book or magazine sent in advance of 
their formal publication. 

AU in Hand: —means all the copy has been furnished to the compo¬ 
sitors. 

Antique: —German term for Roman t37pe3 

All This indicates that the copy of type is exhausted and the 

compositors have nothing to go upon. 

All Up: —^This means that the copy is completely ready in proper order. 

AH.: —^This means author’s proof, i.e. printer’s proof sent to the 
author with the manuscript after the corrections have been noted 
by the proof reader for his tmal orders. 

Author*s correclions: —^This means that the author alters his original 
manuscript after it is composed for which usually an extra 
charge is made by the printers. 

Backs:~The inside margin of a book, i.e. on the side of binding. 

Bleed: —^This is where the book has been cut down or trimmed so 
closely that the actual print has been cut. 

Body Matter: —The portion of the advertisement or print set up in 
body types as opposed to display types. 

Bold face: —Abbreviation for this is b.f. which means a type with a 
heavy face. 

Caps or Small Caps : —meaning capital or small capital letters. 

Casting off: —Estimating what space can be taken up when set in type. 

Chase: —^This is an iron frame in which all the composed type is 
locked and got ready for press. 

Clean Proof: —Proofs with very few corrections. 

Cloth Boards: —Books bound in cloth cases. 

Collate: —Examination of the printed off sheets of a book to see' whe¬ 
ther all are there in regular order. 

Colour Forme: —A forme which is to be printed in colour to register 
with a black forme. 

Crash Finish: —Papers having a somewhat rough surface resembling 
that of the dress fabric known as crash. 

Cut Out : —^Half-tone print from which the background is removed so 
that the figure is left clearly outlined. 
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Cut Off :—^Estimating the amount or space which the copy wfll take 
up when set up in type. 

Colour Type: —^Other name for outline type. 

Djo .:—Double column. 

Delete: —Proof-readers* mark signifying that the matter is to be 
removed or taken out. 

Dirty proof: —Proof with many errors. 

Display :^lhe art of arranging types in a manner which would attract 
attention. 

Distributing: —Replacing types in their various boxes after the print¬ 
ing is over. 

Double-leader : — Matter with two leads or strips of metal which are 
usually inserted between types. 

Dummy Copy : —A copy of the book or pamphlet prepared of olank 
pages of the number likely to be covered by the book with a 
view to showing the probable size of the book. 

Duplicate or Dup : —An extra facsimile proof sent with the official proof 
when two proofs are required. 

Edition de luxe: —A French tenn denoting large paper editions of nice 
books. 

Electrotype: —-A copper covered duplicate of block matter or type. 
This is made of the height of the type with a base of wood or 
metal. It is also briefly called ** electro 

Etching :~A process by which zinco surface for printing or half-tone 
is produced. 

E. 6 . D. :—Every other day. 

Errata: —A printed list of errors with pages in a publication for draw¬ 
ing attention of the reader. 

Even Page: —^Even numbered page such as 2nd, 4th, 6th, etc. 

Face: —Printing upper surface of a type or a zinco or half-tone or any 
other printing plate or block. 

Follow copy: —^This indicates that the exact wording and punctuations 
must be followed or copied as on the copy. Thus here no 
discretion is allowed to the printer in such details. . 

Foot-note: —That which is to be printed at the foot of the page to 
which it relates as a note. 
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Fore-edge :—Outer margin of a book as distinguished from head or 
tail. 

Forme: —^Types, blocks, etc. locked up in a printer's chase with a view 
to being placed in the press for printing or in the foundry for 
duplicating. 

FitU Point :—The printer's term for a period. 

Full Bound : —A book completely bound in leather. 

Galley :—A three-sided tray on which the compositor puts the types 
that he has set up. 

Galley proof :—means proofs in slip form which are to be made up 
in pages ; or the first proofs of the composition before they are 
paged. This is also called In Slip, 

GiU tops: —^This indicates the tops of the book which are bound and 
gilt with a view to preventing them from being soiled by dust 
accumulating on them. 

Half bound :—^means partly in leather with cloth or paper side. 

Hair spaces: —Thinnest metal type space in use. 

Half-tone: —Photo-engraving in which the relief Knes are produced 
through the etching of a plate which has received the phofo- 
graphic picture through a fine rule glass screen having from 50 
to 200 lines in the inch. 

Hanging par :—means a paragraph in which the first line is projecting 
on the left. This is also known as hanging Indention. 

Heads: —Top margin of books, i.e. margin at the top of the page. 

Imprint: —The name of the publisher or printer at the end of the 
printed matter. 

Initial letters : —Large capital or ornamental letters used to focus readers^ 
attention in the begnning of a chapter or an important para¬ 
graph. 

Insertion : —means additional copy which is to be inserted in the original 
copy or proof which was left off by accident or otherwise. 

Inset: —^A sheet or section of one or more leaves inserted or set in 
between regularly folded pages of a book ; also called insert. 

Jobbing Room :—The composing room of a printing office where jobs 
are set as distinct from book department or newspaper depart¬ 
ment. 

Keep Standing: order to the printer not to distxibate foe t3^pcs 
as tb^ are likely to be wanted for reimiit 
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Kern :— The back of a type which overhangs the bodv as in case of 
" f " in italics. 

lx. :—lower case. 

Leaders : —Dots or hyphens placed at intervals to guide the eye across 
a blank line to price figures, folios in table of contents, etc. 

Letter Spacing: —Extending words by inserting space between each 
letter. 

Ligature: —Two or more types indicating two or more letters which 
are cast of one body in order to prevent the breaking off of 
kerns or other overhanging parts of the letter ; also called Logo¬ 
type. 

Line Block or Line Zinco : —A block which ha^ been reproduced in 
solid black and white. 

Line Drawing: —A drawing consisting of solid black and white ele¬ 
ments made by a brush or pen. 

Linotype: —A type setting machine which casts complete lines. 

1 ithography:—The art of reproducing printing matter from a flat 
lithographic stone, or a metal plate on which a transfer of drawn 
design has been made. 

Live Copy :—A manuscript to be put into t^’pe. 

Make-up: —To arrange typed matter into pages 

Matter :—Type that has been set. 

Measure :—The width to which the typed matter has been set. 

Middle leads:—Ltdids of 2 points in thickness. They are so called 
because they come between thin leads and thick leads. 

Monotype: —A type setting machine that casts individual letters and 
characters. 

.M.S.Manuscript ; plural MSS. 

N.R.M.: —Next reading matter. 

Nickel faced: —Stereo with the facing of nickel which is given to it 
in order to prolong its life. 

Nickel type : —A type which is moulded electro by placing the mould 
in a bath containing nickel solution. This gives it the shell of 
nickel, thereafter it is placed in a copper bath so that the second 
shell is formed of copper. Thus the type gets harder wearing 

quality. 
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Nonp(^reU :—Six point types usually used by newspapers for reading 
matter. 

Odd page :—Opposite of even. 

Off cut :—^The part of the sheet of paper which is to be cut and wasted 
when a size which exactly fits in the page or number of pages 
for printing purposes cannot be obtained. 

O , P .:—^Out of print. 

Open Spacing :—Wide spacing between words and lines. 

Out: —An omission mark in the copy or proof. 

Overrunning: —Re-arranging lines of types with a view to improving 
spacing arrangement or allowing words to be Inserted. 

P. : —Abbreviation for page ; plural pp. 

Pica: —12 point type. Six lines .of pica set solid make an inch 
point type is known as Brilliant ; 4 pt. Gem ; 4I pt. Dia¬ 
mond ; 5 pt. Pearl ; 5J pt. Ruby or Agate ; 6 pt. Nonpariel ; 
6^ pt. Emerald ; 7 pt. Minion ; 8 pt. Brevier ; 9 pt. Bourgeois ; 
10 pt. Long Primer ; ii pt. Small Pica ; 14 pt. English ; 18 pt. 
Great Primer ; 24 pt. 2 line Pica ; 36 pt. 3 line Pica. 

Most of the above names have fallen into disuse but the term 
pica is still in use. 

Quarter Bound :—Books bound whose back only is of leather. 

Quoted paper :—Paper used for half-tone work which has a very fine, 
hard and smooth finish. 

Run on :—Ko paragraph is desired. 

Running title :—^The title of the book placed at the top of each page. 

jf?.P.:—Reprint. 

Run Round Block :—^Types set to surround a block. 

S. C ,:—Small capitals. 

Script :—^Types made in imitation handwriting. 

Solid matter :—Types based without lead. 

Stet :—^When an erroneous correction is made in a printed matter, 
stet is placed in the margin in front of the line to indicate that 
the printer has to ignore the correction. 

Take :—A portion of matter given to compositor. 

T. a. w ,:—Twice a week. 

r, C.;—^Till countermanded. 
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Text: —^The body of a book as distinguished from notes, index, illus¬ 
trations, etc. 

Thick leads: —Leads three points in thickness. 

Thin leads: —Leads points in thickness. 

TjCoL: —Top of a column. 

Transpose: —To change or alter the order of words or types. 

Type high: —Exactly the height of a type. 

Vngathered: —Books delivered to binders in sheets. 

White: —Space between any lines or groups of types.’ 

Wrong Fount: —^Type of a different character from others—being used 
in composition by mistake which is to be substituted. 

THE MEDIA 

Various media made use of by modem advertisers may be *aken 
in hand and dealt with in some detail. Itvshould, however, be i>oted 
that the medium selected should be one which is likely to reach the 
iaigest possible number of prospective customers, and should bring 
results commensurate with cost of advertising in it. The principal 
media are: (i) Circular letters; (2) Newspapers and Magazines; (3) 
Placards and other media of street advertising ; (4) Prospectuses and 
Catalogues ; (5) Cinema and • Theatrical programmes ; (6) Shop 
windows ; (7) Exhibitions ; (8) Radio ; and (9) Films. 

Mail Order Advertising 

Jliis form of advertising has progressed considerably, as the 
manufacturer, as well as the dealer, has found out that in these days 
of postal facilities all over the civilised world an enormous amount of 
business Can be done on the mail order plan. The Value Payable or 
Cash on Delivery system, is now universal, under which, the postal 
authorities undertake to collect cash against delivery of goods. This 
has given an additional impetus to this form of business. In a 
country like ours, with its wide area over which the population is 
scattered, and with a larger number of superior class of population 
residing in the mofussil, where facility for obtaining superior goods 
through local tradesmen is limited, this form of business can be largely 
developed by tradesmen located in towns through the medium of 
advertisements. In case of manufacturers, the idea kept in mind is 
to help the local tradesmen by ordering him to supply goods ordered 
if they are stocked by him, if not to supply them themselves. This 
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helps to keep the trader co-operating with them, and at the same time 
to push their goods by seeing that none of his custom is lost where 
their manufactures are not stocked. As to a trader and departmental 
stores doing business on the mail order plan, it is best for them to 
be located m principal towns from whence the customer can expect 
to receive the most up-to-date articles. Here the customer being 
located at a distance, the salesmanship on paper has to be employed 
with great care. 'fhe catalogues, sales literature, folloW-up letters, 
etc., have to be prepared with a view to make up for the disadvantage 
due to lack of touch.^ Illustrations displaying the actual article offered 
may be used here with great effect. This literature should give 
detailed instructions to the prospective customer as to the method of 
ordering, and remitting money O^rinted order forms with full instruc¬ 
tions should be- furnished/ Some dealers offer to sell on instalment 
plan, particularly publishers of valuable books, etc. Of course the 
instalment plan has the greatest selling effect, but the possible loss 
through bad debts has to be taken in calculation. In this class of 
business the help of a satisfied cu.stomer to introduce new customers 
can be sought with great advantage. 

The usual sales literature used in connection with mail order 
publicity is made up of post cards, circular letters, leaflets, folders, 
price-lists, pamphlets, pattern books, diaries, gift books, blotters, etc. 
This literature is sent, either with the idea of securing nev^ customers, 
or with a view to maintaining the old ones* by increasing their good¬ 
will, as well as keeping alive their interest towards the selling con¬ 
cern. For this purpose a mailing list has to be carefully prepared, and 
if possible arranged in such a way as will facilitate quick reference. 
In case of more or less permanent customers, to whom a continuous 
posting of mailing literature is sent, addressing machines are used, with 
plates of their names and addresses duly prepared and kept ready for 
use. Many large concerns maintain their mailing list on card index 
form. The mailing lists are prepared from various sources. To start 
with, a complete list of customers or buyers who regularly deal with 
the concern has to be secured. To that will be added names and 
addresses of those who hhve responded to advertisements or have other¬ 
wise made enquiries. A satisfactory list of likely customers is generally 
obtained by large sellers through local dealers on whom their salesmen 
frequently call Of course, directories and other reference media are 
also utilised for the purpose, but here there is much of the speculative 
element However, in case of new concerns reference books have to 
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be made use of in the absence of any other reliable data as to those 
who are going to be the likely customers. The building up of the 
mailing list forms a scientific process which should be handled by one 
of the most experienced members of the selling staff. 

Having settled the mailing list, care should be taken to see that the 
sales literature and its design is attractive, and contains in a proper form 
an offer of- service which must be presented in an interesting, as 
well as simple and convincing manner, to the party addressed in 
order to encourage a reply. This sales literature should generally be 
accompanied by letters, or covering letters, as they are called, which 
should be carefully written, explaining the literature and drawing the 
attention of the reader to the most salient points in it. It is a mistake 
to send literature without such letters as it is likely to be wasted. 

The sales literature should also be sent in envelopes of good quality 
so that interest of the receiver of the letter may be aroused, ^nd he 
will be anxious to peruse its contents. The same rule applies to the 
letter paper on which letters accompan3nng these sales literature are 
vrritlen. The heading of the letter paper should be sufficiently impres¬ 
sive to create a favourable impression as to the standing of the house 
from which it comes. Many leading firms use simple letter headings, 
without pictures or illustrations, and with as little wording as possible 
with great success. The literature should not be unduly/ lengthy, but 
should be such as would tell its story clearly and briefly as far as 
circumstances permit. Majority of finns sending out sales literature 
enclose business reply cards or envelopes, and also, if possible, a blank 
order form for the customers' use. 

Department-Store Adveiiising 

We have dealt wiih this type of business in all its details as far as 
the organizing and sales records are concerned. As to the advertising 
side the great'"advantage is that, as this form of business commands 
large capital outlay and a large variety of goods, an advertising cam¬ 
paign on well organized lines can be carried on with advantage. Here 
it is also possible to maintain a separate advertisement department, 
with one or more advertising experts as heads. Large stores are largely 
dependent on their publicity department for continued maintenance 
of tlioir sales figures. Not only the new stock has to be sold ; but 
goods lying unsold, when brought to the notice of the management, 
have to be got rid of befgre they get out of season or shop soiled. T 
store may be a high class store, or one dealing in cheap articles, ^ 
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interested in both these branches. The Advertising Manager has to 
act in accordance wtih considerations applying to each. Frequently 
what is known as ''bargain advertisements'' have to be published, 
tvhere the object to be achieved is to offer some articles at the cost or, 
as near cost as possible, with a view to attracting customers to the 
store ; and then try to induce buyers attracted by these to purchase 
some other articles also. This form of publicity has to be tried with 
moderation. These remarks equally apply to the clearance sales or 
stock-taking sales. A store which has a clearance sale every month 
loses public confidence in the smcerity of the management. The idea 
of a clearance sale is to get rid of stock suited to a particular season 
before that season expires, so th£^ it may not lay heavily on hand, 
involving the proprietors in a loss. Here articles are offered at a small 
margin of profit or even at cost. These sales are known departmentally 
by various names such as" white sale", when linen is principally 
disposed off, furniture and furnishing sale, etc. The idea of a stock¬ 
taking sale, on the other hand, is to reduce the stock on hand at the 
annual closing of books to as small a figure as passible. 

The advertising manager has to keep himself in touch with not 
only the chief, but also with the departmental heads and buyers so 
that none of the departments is neglected. 

♦ Novelty Advertising 

This fohn of advertising is a familiar feature with companies like 
insurance companies, banks, manufacturers where novelties in form of 
useful articles such as calendars, paper weights, penknives, etc. bearing 
the name and advertisement of the business concerned are sent out to 
suitable parties. 

^ AdvertisiHg Through Circular Letters 

The modern business manager makes use of letters known as 
circular letters, both as original advertising media, or as adjuncts or 
helps, to an advertising campaign. Man ufacturers and wholesalers 
address letters to constituents wittf a view to bring to their notice 
from time to time new or improved types and brands. An effective 
circular letter commands a special advantage. It is a personal letter'^ 
which, if written or typed in the usual way, without indication as j 
to its advertising character, is bound to be read by the party addressed,7 
particularly where it embraces information in which the reader is 
interested. There are many modern inventions oh the market for 
duplication of letters, but in all progressive countries they get so 
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familiar wjftliin a short time, that it is almost impo^ible to send out a 
duplicated letter without the nature of its production being detected 
by a practical man of the world, particularly by a business man o| 
some experience Blindfold typewriting has made rapid strides every¬ 
where, through the help of which a small number of hsrt class typists 
can be trusted to work out a large number of original copies of a 
arcular letter at a comparatively sinall cost. The specially typed 
letter is more likely to be treated as a personal communication specially 
addressed ; which should be the result always aimed at in this connec¬ 
tion. ^ circular letter has one other advantage of embracing more 
detailed information as to the goods offered than is likely to be covered 
by a newspaper or magazine advertisement. Of course much depends 
on the force of the language used and arguments advanced, which 
ought to be of a practical character, embracing all the important points 
sought to be made in favour of the writer, without making the letter 
unduly lengthy or wearisome. 

Various devices are being tried in order to secure names of dealers 
/and individuals who are likely to be interested in the articles offered. 
A selection from directories is no doubt the most usual method, but 
the modem advertising manager obtains names of dealers and indivi¬ 
duals from his local agents, dealers and salesmen in each of the provinces 
wfuch has been selected for his operation. Through the medium of 
a series of letters, mostly accompanied by suitable literature the case 
for the goods offered is brought forcibly to the notice of the addressees, 
frequently enclosing order forms and addressed business envelopes ready 
for use of the buyer. 

Ihe otlier use of letters, viz. as adjuncts or helps to an advertising 
campaign through newspapers, magazines, etc., of course, is to get 
orders from the party who has enquired through post in reply to an 
advertisement. Here the sales or Advertising manager is on surer ground, 
as the fact of the enquirer having troubled to write, marks him out as 
a more promising prospective customer compared to those whose names 
and addresses were selected from directories. Careful explanation of 
details asked for ought to be given, and the reply should be couched 
in a persuasive style, free from exaggeration, and full of evidence of 
sincerity and enthusiasm of the writer as to his belief in the strong 
points urged. If these elements are carefully attended to chances are 
that a substantial proportion of the number of enquiries received can 
be converted into profitable bargains, which may prove to be the pre¬ 
cursors of continued patronage. With regard to those who do not 
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/4eem to have been influenced by the first letter and the first set of 
literature, a persistent effort should be made to attract them through 
the medium of a series of well regulated follow-up letters (with or 
without literature) sent at fixed intervals. The letters help to keep 
alive interest of the enquirer and chances are that he may eventually 
be converted in favour of the articles offered by the suggestive effect 
of convincing arguments advanced in these letters. There are, how¬ 
ever, limits beyond which a follow-up series should not be allowed to 
work. Not more than four to five letters should be written in any 
case. If the last of the series fails in a response, the name should be 
removed from the list of prospective customers. 

Newspapers and Magazines as Publicity Media 

These afford the best media for advertisements. Reading of news¬ 
papers and magazines, like many other habits, has developed in huge 
proportions in all civilized countries. The number of readers of these 
popular media of information and public education in all classes has 
increased far beyond the limits of their circulation and sale. Every 
manufacturer or dealer who makes use of these publicity media in a 
scientific manner does so with great advantage. The newspaper and 
magazine proprietors also depend largely for their Income on the adver¬ 
tising branch of their trade. They offer facilities for printing pictures 
and special arrangement of types, because business done through the 
advertisement department largely depends on the advantages accruing 
to their customers through advertisements in their issues. In all fiiSst 
class magazines, picture advertising is now reduced to a fine art, and 
the latest processes of colour blending in connection with these pictures, 
help to make advertising a very attractive feature. Magazines are 
published at fixed intervals weekly, fortnightly, or monthly and thus, 
advertisements published in them to be noticed more than 

once by regular subscribers and other readers. As they are frequently 
kept on tables daring the period they are current, a large number of 
people read them. Newspapers on the other hand are published daily. 
The life of one particular insertion in them is shorter compared to that 
in a magazine, but the advantage is that the advertiser gets the oppor- 
tnnity, through the form and style of copy judiciously used in sequence, 
to present his case daily in a new light through the medium 
of repeat advertising. Newspapers also enable traders to make 
timely announcements of new departures as they appear daily. ^ 
Certain readers gradually get so fond of their favourite daily with 
the result that they attach the greatest value to advertisem^ts 
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appearing in them. Besides, the daily papers generally command a 
large circulation of a more or less local character, but in case of 
magazines its readers may be scattered all over the world. We know 
of first class English magazines which are largely read in India, for 
example, and which are equally popular in all parts of the British 
Dominions. Many of these magazmes are preserved and filed with the 
result that the advertisement may have effect for considerable duration. 
Any student of the subject, who has studied these magazine advertise¬ 
ments, must have seen what an impressive array of advertisements regu¬ 
larly appear in them, which must be attracting customers from all 
parts of the world. Newspapers are as a rule hurriedly read and got 
rid of within twenty-four hours^ or even a shorter duration, specially 
in these ddiys of evening editions, and the advertiser has, therefore, 
to make his copy suit the case of the reader who is in hot haste. In 
case of magazines, on the contrary, the reader approaches his favourite 
recreative media during leisure hours, and thus he is more likely to 
read an interesting advertisement with greater attention and thus the 
copy appeal can be made to embrace much greater detail than is 
advisable in the case of newspapers. Duplication in advertising, the. 
use of two newspapers or more which are likely to be read by the 
same readers should be avoided. 

These are of course general remarks applying to the two favourite 
media dealt with hwe, but approaching closer we find, particularly 
in the case of magazines, that besides those of a general character, 
there are a large number of them devoted tp specific branches of 
human activities, commonly known as " class publications such as 
magazines devoted to religious, financial, agricultural, textile, medical, 
legal, and educational purposes. There are also women's weekly and 
monthly magazines. Here the advertiser who wishes to appeal to any 
particular class, can do so through the journals or magazines of that 
class. The other advantage offered arises from the fact that each 
magazine commands a status peculiar to itself, and an advertisement 
ai^>earing in it, is more or less to be assisted by that status. An adver¬ 
tisement of law books for example may no doubt result in stray orders 
if inserted in a daily paper, or in a magazine devoted to a subject 
other than law ; but there is no doubt th# an equally attractive copy 
appearing in a first class law journal is likely to prove more remu¬ 
nerative. There are special issues frequently of magazines where 
attempts are made to secure advertisement space at specially higher 
cost. It is doubtful whether this is justified, and the advertiser should 
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make his own calculation. In case of a daily newspaper also, the 
advertising manager should carefully study the class of readers among 
whom it circulates and then decide as to using the same as a publicity 
medium. The other feature of a daily newspaper happens to be that 
of including sporting, literary and technical subjects on specific days, 
contributed by recognised authorities, which earn for them a popularity 
among these particular classes. In such cases the publicity manager, if 
he wishes to interest the class concerned, may, by special arrangement, 
get for his copy appeal a prominent position on the page devoted to 
the class for whom his advertisement is meant. 

In newspapers '' classified advertisements are now a normal 
feature. These are particularly handy for many advertisers. These 
may relate to houses to be let, situations vacant, education, etc. 

How to Qassify Newspapers 

With reference to the newspapers, there are what are known as the 
popular papers, i.e. those which are largely used and are sold cheap, 
or high class newspapers whose price may be a little higher and whose 
advertisement charges are also much higher. In England the popular 
papers are said to be Daily Mail, Star, Sunday Express, Manchester. 
Daily Despatch and high class papers arc the Times and the Manchester. 
Guardian. There is a third ^lass known as the Financial newspaper, 
via. the Financial Times and the Evening News. In India also we 
have our similar popular papers, both in Enghsh and in Indiaa 
languages, all over the country ; and high class papers as well as financial 
journals or magazines, though we have no financial newspapers which 
are published daily. The newspapers are also classified as national, 
i.e. having a circulation all over the country ; or semi-national, which, 
besides its circulation in the city or town in which it is pubhshed, has 
a certain circulation outside ; and local, i.e those whose circulation is 
restricted to the centre where it is pubhshed. The national papers are 
generally those having a very large circulation, but the expense of adver¬ 
tising is naturally very high ; and hence an advertising manager has 
to consider whether he wants a national or a purely local paper, to 
get the best results for his money, considering the nature of his business. 
Thus a restaurant keeper would naturally use the local paper, whereas 
a large hotel keeper, who receives travellers from all parts of the 
country, may use a national paper. The high class papers arc those 
which circulate among the upper strata of society within a certain 
area, and naturally they circulate among the minority made up of 
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tlie most cultured people. There are, of course, the morning 
and the evening papers, also sub-divided in these d a s-s e a. 
There are Sunday papers which command a peculiar interest, inasmuch 
as they are published on a day of leisure when the reader can devote 
more time and attention to advertisements* However, on Sunday too, 
the modem society indulges for most of the time in recreation, exer¬ 
cise or amusement, and thus a substantial part of the morning will 
be taken up by these items. In England the Observer and the Sunday 
Times are most prominent among Sunday papers. In India we have 
the Sunday Standard, The Times Illustrated Weekly, Sunday 
Statesman, etc. 

Placards and other Media of Outdoor Publicity 

Outdoor publicity has considerably progressed in ail civifized coun¬ 
tries. it has features peculiar to itseif. The switch light, moving 
figures, placards, sandwich boards men, cards in railway compartments 
and street cars being the most prominent media. All these forms of 
publicity lend themselves easily to colour combinations and artistic 
picture displays, of which a competent advertismg manager can take 
the best advantage. These media, however, can be used to serve as 
adiuncts to a regular campaign through newspapers and magazines. 
They serve to keep alive the interest of the public in the article 
adverhs^d which is systematically aroused in detail through a deter¬ 
mined exposition in the newspapers and magazines. People who 
pass by a street, either on foot or in a vehicle, can at the 
most be expected to glance casually at these displays, and therefore, a 
oilch heading and a suggestive picture prominently displayed should 
be the principal features aimed at. The dominant idea should be to 
complete the work wliich newspaper and magazine advertisements have 
accomplished, by way of educating the public as to the virtues of the 
article advertised, by making a persistent attempt to drive in the 
nail through the help of this additional weapon, ^lenerally, the article 
advertised is one which appeals to the masses. This form makes a 
special impression on the local retailer, whose sales are coosideraLbly 
augmented by a placard campaign in his neighbourhood. Care should 
be taken to see that nothing improper, or revolting to public opinion 
or morals, is allowed to appear in this form of display. In faict, in 
many countries a special censorship is exercised on this branch of 
publicity. In England and America Bill Posters* Unions have been 
established, which look after this branch of work and make it impossible 
for any undesirable display to be placarded. These bodies voluntarily 
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reject all displays which are, in their opinion, calculated to offend 
decency, or are guilty of being unduly sensationoLl, or likely to injure 
religious feelings. A scientific advertiser is not likely to falf into 
this error, as he knows better than any other individual how detri- 
mental such a display is likely to prove to his own case. His object is 
to create a favourable impression on the public mind, and not to offend 
it. Great skill and ingenuity has to be exercised in the get-up and 
design of these placards, for which experts are employed to create ideas 
and to prepare copies. These placards should be made to embrace 
some element of character of an appealing nature, and should possess 
a certain amount of artistic merit, not sacrificing simplicity at the same 
time. Through these placards, trade marks as well as trade names can 
be displayed in large sizes, which has the effect of impressing them on 
the public meraoiy and at the same time bringing out some selling 
point. Frequently more than one selling point is brought out in a 
series of placards. Imagine what an all powerful effect an advertise¬ 
ment which is effectively published in newspapers and magazines and 
then displayed in streets, railways, tramcars, etc. by various devices, 
would have on the public mind! A person notices an advertisement 
in his favourite daily or monthly arid is half converted to come to a 
decision to buy the article which has excited his interest, but m the 
rush of a busy life temporarily forgets about it; on his way to or from 
business his attention is again drawn by placards and signs which 
remind him of his decision, and the chances are that he will take advan¬ 
tage of this reminder to cany out his decision. Thousands pass by a 
prominent street, an equally large number make use of the popular 
conveyances such as tramcars, railway, etc., and thus, a most 
cosmopolitan crowd of people can be appealed to through these media. 
Of course a placard does not carry with it the dignity and influence 
of a first class newspaper or magazine, and an old prejudice still exists 
in the orthodox mind as to this outdoor method of publicity, as only 
suited to theatrical companies, cinemas and foodstuff or patent medicine 
advertisements. America, however, seems to have been the first 
country to have got over the old prejudice, as in that country, banks, 
insurance companies and other similar businesses made use of placards 
and posters as advertising media years ago. This lead given by the 
United States of America is now being followed by banks, insurance, 
etc., in England and India also. The War Loan publicity campaign, 
during the last Great War of 1914-18, both through the press and 
outdoor publicity, clearly demonstrated the wonderful result that can 
be secured through the combination of these two methods: with the 
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tesdi that placards and posters are now used by aU businesses^ The 
advantage is that this outdoor advertising can be carried on thiou^umt 
the country, so that visitors from a country-side, or suburb, or vice 
versa, hnd the familiar names and brands about which they have read 
and heard so much through their favourite papers and magazines in 
their own home, and feel as if they were meeting so many old friends. 
When a placard campaign is carried on all over the country it is known 
as a national campaign. While writing thus in praise of outdoor adver¬ 
tising, the main objection urged against the same, viz., that it spoils 
the effect of rural scenery, is not sought to be ignored. What is urged 
is tha% the scientific advertiser should take good care to see that the 
display is presented in a manner calculated to give the least cause for 
complaint in this direction. Attempts arc also made to see that the 
|)lacards displa3^d in the country-side does match with the scenery 
and surrounding conditions as far as possible. Thus we find the adver¬ 
tisement of the famous beef extract, Oxo, represented in the form of 
a bull ; and frequently the poster itself is cut out to represent that 
animal in outline, size and shape. Similar devices such as horses, 
giant bottles, barrels, etc., are represented by the poster to be found 
in suburbs, particularly on the edge of a road which overlooks open 
pasture land and fields, and are made, as far as possible, to fit in 
with the nature of the article advertised. 

The next point is the selection of appropriate locations, for example 
it will not do to fix up a placard or poster advertising a fashionable 
restaurant in the factory area full of workmen's chawls. The location 
on the main roads where larger number pass is preferable to a quiet 
street, even though the chances of placards being read in detail am 
greater here. Frequently walls are painted with placard advertise¬ 
ments, or fixed enamelled plates, and frequently brackets with arrange¬ 
ments for changing advertisements are employed, 

Hoarding Ownen and Poster Advertising Cootractors 

The hoarding owner is the " old bill poster who has leased places 
built up, or hired hoardings at pasting stations, and is prepared to 
render you service by pasting these bills or posters supj^lied to himt 
Generally he deals with poster advertising contractors, and gets instme* 
tions froin them as to how the posters are to be displayed and 
for what time. A good many of these hoardings are structures' built 
on temporarily vacant land and thus the hoarding owner is generally on 
the move, and on the look out for suitable new locations for the pnrpcm 
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of his trade. The advertising contractors, however, help the adver¬ 
tiser in securing suitable locations and in some cases, the superior types 
of these contractors also help by giving scientific service. Thus, as in 
the case of advertising agencies, there are two classes of these contrac¬ 
tors, viz., (i) one who only puts through your contract and (2) one 
who renders service by helping you to prepare the poster advertisements 
and offers schemes as well as designs that ^ will suit your case. He 
also undertakes to contract for getting the poster printed and prepared 
for service, and gives his expert knowledge as to how that can be 
done most suitably and attractively, as well as economically. He also 
gives disinterested advice between one location and the other# as to 
ics suitability for the purpose of advertising the article the advertiser 
has in view. He has also trained men under him who help the adver¬ 
tiser in the work of inspection of the hoardings and bill posting at 
irequent intervals. This last part of the work, viz. hoarding inspection, 
is of great importance. The rates fixed for the exhibition of posters in 
connection with each owner and different sites are more or less the 
same. These rates are frequently subject to period discounts, and 
the rates are charged on tlie basis of 13 weeks and upwards, a higher 
<xate being charged for periods less than 13 weeks. The posters have 
to be renewed if a longer period contract is made ; and as to the quantity 
of extra posters necessary for renewal, the advertising contractor is 
the best person to give a correct indication. 

The Biectric Switch Lights for Publicity 

The other feature of outdoor advertising, is the use of electric 
switch lights. This form of publicity is no doubt costly, amd should 
be tried only in localities where a large number of people are hkely 
to congreate at night, e.g. near pleasure-resorts, restaurants, etc. and 
as the people so congregating are generally in a light mood having 
come out to enjoy themselves, items such as tobacco, cigars, theatres, 
restaurants, sweetmeats, etc., are the appropriate articles for this fonn 
of publicity. Neon lights and flood lights are also now used with 
great success. 

Placards in Buses and Railway Compartments 

With regard to cards displayed in railway compartments, tram- 
cars and buses, the special point to be noted is that people travelling 
by these media are compelled to sit in a certain position for a compa¬ 
ratively long period. Even in case of local trains, cars and buses, a 
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person usually occupies it. while travelling to and from business, for 
at least a quarter of an hour and frequently even longer In case of 
trains and buses passing through crowded locality even the extenor 
is available for poster advertising. Owing to the miroduction of electric 
trams and motor buses the distance travelled being longer, their value 
as advertising media has considerably increased Whereas, in case of 
railway trains meant for long joume}^, the passengers have to pass 
a number of days in the same compartment. A scientific advertiser 
has an excellent opportunity presented to him here, which he can utilise 
with a view to forcing the merits of the article he offers for sale on the 
notice of thousands of these cosmopolitan travellers. If the card is 
fixed at a correct angle in a prominent place, with all dhe regard to 
the effect of sunlight during day-time, and artificial illumination at 
night, and the copy as well as the design made strong enough to attract 
attention and create interest, the contents of the card are bound to be 
noticed and repeatedly read. Those who notice these advertisements 
are most likely to remember the name of the brands advertised, as 
well as their contents, and in course of time they forget where they 
noticed same, with the result that an impressioD gradually grows on 
them to the effect that the article was recommended to them by some 
friend ; a most valuable psychological condition from the point of 
view of the advertiser. In the case of placards fixed alongside railway 
lines, their’ publicity value is enhanced by adding the number of miles 
covered, or to be covered from and to certain stations. The same 
remarks no doubt apply to tramcars and similar media of daily travel, 
though the advantage pecuhar to tramcars and local trains is that the 
same crowd travels^ackward and forward daily, except a few casual 
visitors from outside, and thus, through the use of a series of cards 
thoughtfully displayed in succession, the best result may be obtained. 
This is facilitated through the use of regular glass frames which can 
be fixed to the spaces hired. 

It is asserted by some authors that a hoarding or a placard fixed 
opposite shops have a better chance of being noticed and that, too, 
by the largest number of people in buying mood, than those p)osted 
in front of-f)rivate dwelling houses Care should be taken to see that 
the streets where these posters are affixed are well lighted. Frequently 
while comp)eting .with each otheradvertisers in posters reserve a com¬ 
plete cite for themselves, and thus these sites are known as ''-sohis 
sites 
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Standardised Sizes of Posters 

The posters are standardized in size so that they can be easily 
interchanged. They are usually based on a double crown sheet 
of paper, and are usually 20'' (width) x 30" (height). The most 
popular poster, in largest use, is the “ 16 sheetwhich means 16 double 
crown sheets placed in four rows of four making a poster of 
So" wide X 20" high. The poster of the largest size in use is known 
as the ‘'48 sheet" poster. This is made up of'three, 16 sheet" 
posters placed side by side, and comes to 20 feet in width and 10 feet 
in height. The posters have to be printed with great care by specialist 
printers ; and where colour combinations are to be used, sufficient time 
has to be given, otherwise the best production cannot be obtained. 

It is stated by specialists in all sorts of poster advertising and 
hoaidings, that one great advantage of this form of display is, that 
a poster advertising campaign can be located anywhere, whether that 
location happens to be a market zone or a town or a county, or in 
the neighbourhood of a town or county, or only in certain selected 
streets. It is said that a poster campaign in a street where tiie shop¬ 
keepers were not stocking the goods or the brand has succeeded simply 
in changing the mentality of these distributors in favour of storing the 
goods. Thus poster advertising has an advantage over newspaper 
advertising, inasmuch as one can localize the advertisements through 
posters, whereas in the case of newspapers that is not possible without 
considerable research in connection with territorial circulartion and the 
class of readers of a particular newspaper. The modem advertising 
agencies are no doubt rendering great service in this connection, as 
the information they have secured through specialising in this line 
is now most reliable for one who wants to localisemn advertising cam* 
paign. In India, also, in cities like Bombay, certain advertising 
agencies under capable men can give valuable assistance in this 
direction. 

It has been emphasized that the posters affiord an excellent form 
of advertisement for such goods the needs^ of which an average buyer 
feels while on the street or out of doors. As we have already stated 
they serve as reminders to a newspaper or magazine advertisement 
campaign for customers who have helped the men to buy a particular 
article or to give it a trial but happens to have forgotton while they 
are on the road. ^ wo have also seen, posters are used by many 
aanufacturers who do not use press advertisement at all: and thus 
it may be asserted th^t the poster advertisement has an independent 
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value of its own, besides acting as an adjunct to a press advertising 
campaign. It is said that advertising of Shell petrol was, in many 
cases, exclusively carried oh through posters ; and that, too, with great 
success. Particularly in the case of railway platforms and other places 
T^here the people have to wait for their traiijj, poster advertisements, 
not only in connection with brands and names, but with a certain 
amount of^ educative details about the goods, have proved very 
successful r 


Metal Signs 

Besides posters, metal signs are frequently used by those who 
wish to advertise a brand and believe that the same type of poster 
will answer the purpose for a lengthened period. The metal sign 
production in modern times has scientifically advanced a good deal. 
The objective is to produce a sign which has a striking personality and 
is yet most economical in use. The obvious advantage of these metal 
signs is that, not being subject to being spoiled by the effects of wea¬ 
ther, they are long lived: and the usual practice is to use them on 
railway platforms and sidings, as well as on prominent street comers, 
etc. 

Sandwich-board men are particularly useful for drawing would-be 
customers to local shops by bringing to their notice some recent inno¬ 
vation, particularly announcing seasonal alterations. 

Prospectuses and Catalogues for Consumers 

Prospectuses and catalogues issued by traders, manufacturers, and 
others, for consumers, are generally sent on in reply to enquiries, either 
in reply to advertisements, or through recommendations of existing 
customers. In order to be able to present yoUr case in a forcible and 
attractive mamiej, to the most likely customer, great care should be 
devoted to the get-up and contents of these publications. 

The first point to be determined here is the design and get-up of 
the cover: The cover helps to form the first impression, and a 
scientific manager, knowing full well the value of this impression, does 
not spare expense or trouble in this regard, pull advantage of colour 
effects should be taken, and presumably an expert should be con¬ 
sulted. The design should not be too complicated from the point of 
view of an average man, as otherwise, the effect will be-lost on the 
majority who are not gifted with artistic minds. A simple design in 
emphatic colours should form the object in view. The proper quality 
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of paper, i.e. one which is likely to stand wear and tear, should be 
used for covers. These catalogues and booklets should be made oat 
in convenient sizes for facility both of postage and filing. The octavo 
in case of smaller booklets, and quarto in case of bulky ones, are 
considered the |)roper sizes. The special feature of these booklets lies 
in their ability to lend themselves so readily, particularly where art 
paper is'used, to picture display, both within their pages as well as 
on the cover, which should be taken full' advantage of, and the 
language describing and discussing the merits of the wares offered, 
should be forceful without being difficult or high flown. It should 
never be lost sight of that the object of a booklet is generally to 
explain the points raised to the reader, whose education may not 
necessarily be of a high standard. Besides, those who read this type 
of literature do not spend much time over it, and are not likely to 
go to the length of getting their contents paraphrased. For these 
reasons, teehnical words and expressions must, as far as possible, be 
avoided. An adequately designed and properly composed booklet on 
rich art paper stands the besf chance of being read with sympathy, 
and what is more, is least likely to be destroyed or consigned to the 
traditional basket: whereas, a clumsy production, printed on cheap 
paper and in small type, is bound to be treated with scant courtesy. 
It need hardly be stated that if this poor design, get-up and paper 
is likely to achieve the object sought, it should at least be in the form 
of a booklet. The full address of the issuing firm, as well as its tele¬ 
phone number, together with its telegraphic code word should also be 
printed in a prominent position. The arrangement of the subject* 
matter discussed and illustrated within the booklet should be such as 
would succeed in maintaining the sustained interest of the reader 
throughout all its pages. It is thus that the complete exposition of the 
case presented may be prominently brought to the full notice of its 
readers. The mode of address should be, as far as possible, direct and 
of a personal nature, the language earnest, simple and imperative. 
Testimonials of an appropriate character from prominent persons may 
be included to advantage. The selection and arrangement of these 
testimonials should be made with care and ingenuity, and particularly 
those which speak of favourable experiences should be given all pro¬ 
minence. Humanity likes to be guided by other people's experiences, 
and therefore, these testimonials are properly used, they go a long 
way in helping the writer to convince his customer and thus they 
form a fitting complement to the literature embraced by a booklet. 
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Cstdogua fes Ptofniy 

Wb have dealt wifb detaSs of what a catalogue diooUl be^ parti* 
cularly for use of a Consumer or a buyer who is aitzactcd to buy and 
use the artichf. Mpst of the reniarics applicable to the above type of 
catalogues apply aljso to catalogue® issued by manufacturers and whole¬ 
salers to be sent to dealers or ^opheepers: but feere are, of course, 
special points peculiar to catalogues to dealers which must be carefuHy 
studied. A catalogue meant for a dealer should give not only the 
complete description of the Une of work, but should also give minute 
particulars as to quality, country erf origin, dimensions, weights, pack¬ 
ing, the label and the methods which they could be sold and 
used. The pricea of these articles may be stated in the catalogue or 
in a separate price-list. Where the prices are likely constantly to vary 
or fluctuate, the safest plan is to publish a price-list separate from the 
xisual catalogue. Where a number of lines are being offered for sale 
of more or less similar t5rpe or title, a distinction can be made by 
giving each quality a number, which number the dealer may be asked 
to quote while sending his order. Frequently for the convenience of 
customers ordering by telegram, a code word is assigned to each quality 
of goods dealt with by the catalogue. These code words are conve¬ 
niently used also on the telephone. Many firms issue what are known 
as loose leaf catalogues, for the fadlity of leaves being taken off and 
new leaves, with altered prices and quality, being substituted. How¬ 
ever, it is doubted whether this is efficacious, as frequently the dealers 
are so careless that they neglect the substitution of such revised pages* 
It should not be forgotten that most of the manufacturers and whole¬ 
salers send catalogues and advertising literature to dealers with a View 
to simplifying the work of the travelling salesmen that call on the 
dealers from time to time for securing orders ; and thus in the prepa¬ 
ration of these most important and valuable documents, considerable 
care has to be taken, and the sales manager himself or his immediate 
expert assistant should be asked to co-operate with the advertising 
manager in connection with this very important work of preparing a 
catalogue. It is usual, also, to enclose order forms with catalogues 
when the dealers are requested to send out orders through the post. 
The order form should be so prepared as to draw the attention of 
the dealer to the various items of specifkation, etc., which are to be 
stated in order to save unnecessary trouble and expense and annoyance 
through a wrong quantity or quality being supplied through some 
omission in the order form itself. In other words, care sbcmld be 
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taken that the order form leaves no possible chance ot omission by 
the buyer of the essential details. 

Manufacturers’ House Organs 

Many manufacturers in Europe and America issue or publisn their 
own house organs or journals, monthly or at other convenient periods, 
which are circulated among their dealer customers. The principal 
objective sought to be achieved through these house organs is to keep 
the interest of the retail shopkeeper alive in the goods of the manu¬ 
facturer. These organs continuously advise and guide the retailers as 
to what steps they should take to augment their sales, give valuable 
hints as to window and counter display organization, and intimate or 
give indication as to new lines that arc to be introduced, or are being 
introduced, with valuable suggestions, and deals from the selling stand* 
point of the retail shopkeeper. If any special publicity campaign is 
under contemplation, the house organs prominently give indication of 
same, so that the retailers may be encouraged to keep sufficient stock 
in anticipation of improved sales. Besides, these organs are made 
interesting by giving considerable quantity of trade and business new's 
in genera], and also include special articles contributed by leading 
men in the line, which are of general interest. The main objective 
sought to be achieved is to interest, not only the dealer, but even 
his assistants and salesmen behind the counter, by giving valuable 
instructions in connection with salesmanship of the various brands and 
qualities of goods manufactured by the publisher. Free copies are 
sent not only to the dealers or the proprietors, but in case a number 
of salesmen are employed by each shop, each member of the staff is 
furnished with a free copy ; and it is stated that this practice has 
proved very successful as far as results are concerned. The manu¬ 
facturer also distributes his organ among the members of his own 
staff, particularly the selling staff, free of charge, so that each member 
of the staff, however junior, may keep himself posted up-to-date with 
regard to progress, alterations, variations in the goods selling policies. 
These organs are also sent to prospects or prospective dealers who are 
not on his list by inducing them to open an account. A salesman's 
visit following the posting of a few copies in succession of the house 
organ has frequently produced fruitful result. 

Theatrical Programmes As Publicity Media 

Theatrical or cinema programmes are also common media for 
advertising. These are used by the audience, not only during the 
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perfod ocoipicd by tte peifamnsoe cxjncsemed, but massy tarty fltoa 
home. During mteivab, axid while waitog for the curtain to rise, 
^ople glance throu^ these advertisements to while away their time, 
and this opportunity fe made use' of by a competent advertiser to the 
best advantage. People out to enjoy themselves are in the happiest 
of moods, which feet should form an index as to the nature of the 
articles that are best suited to diis form of publicity. Advertisements 
regarding restaarants, dgars and tobacco, sweets and chocolates, 
wmnen^s dress-materiab and simihr orUdos are a few of the most 
appropriate. Even in die wording and desisQ used in this dass of 
advertisement an :s^)peal in a ba|^ gmd pl&asant, or amusing tone, 
should ferm the test. 

It may be added that advertisements on other programmes such 
as those for chorcb or charity bazaars, or in ahnanacs> directories, etc. 
are, in the opinion of experts, not of much value in spite of high cost. 

Cinema Film PuUidty 

Film advertising is said to promise immense possibilities, and 
though we have made considerable progress in these days of cinemas 
and talkies, there are certain difBculties in the way which have to be 
got over before this form of advertisement can be largely used with 
profit- It is said that eighteen rafllion and a half people attend 
cinemas every week in England ; hence the presentation of the message 
to such a large number of people by the scientific advertiser is in 
itself a great inducement for indulging in experimeutation and prac¬ 
tice in this branch of publicity. The one objectioa which was raised 
in connection with cinema advertisement was to the effect that the 
class of people attending cinemas is so varying and diverse that when 
it is desired to reach a particular class, it is not easy to select the 
right type of cinema. However, according to many authors this 
objection is met by the advertising specialist, who has divided cinemas 
into classes such as A, B, C, etc., in accordance with the upper, lower 
or middle classes for whom they work ; considering the locality in which 
they are situated and the type of people who in the largest proportion 
patronise them. The modem cinema talkies appeal, not only to the 
‘'eye'*, but through the ears, and hence the selling campaign can 
be carried on with the greatest possible advantage through films with 
selling talks appropriately arranged^ The other point is that the 
largest proportion of people who frequept cinemas are young people, 
and thus articles best suited to the use of young customers will have 
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/the largest possible audience. The usual length of a film used is said 
to be 50 feet, which is to be worked within five minutes. In England 
the cost of producing a talkie film comes to about £i per foot ; and 
specialist firms who undertake to inanufacture these films give expert 
advice in this connection to the advertiser The cost of exhibition, 
also, is rather heavy in some cases, though it differs according to the 
type of cinema concerned. It should not be forgotten that people 
attending cinemas have come there to be entertained and not to listen 
to advertising talks and advertising pictures, and therefore, in the 
production of such talking films, care is to be taken that they provide 
a large proportion of entertaining element in same. In other words, 
in order to succeed, the talking publicity film must entertain the 
audience or fail in its objective. 

Radio Broadcasting As a Publicity Media 

Radio broadcasting has undoubtedly very great possibilities from 
the publicity stand-point, tiiough it is unfortunate that the British 
Broadcasting Company, as well as our Indian Broadcasting stations 
do not encourage this form of advertisement. The one merit of a 
broadcasting advertisement, from the listeners' stand-point, is that if 
the listener does not wish to hear the advertiser he is quite at liberty 
to switch off the radio, whereas in the case of cinema talking adver¬ 
tisements, the audience cannot freely do so. The radio advertising has 
another merit, viz. that the message is brought home to the customer 
when he is in a most receptive mood of ease, and a good announcer 
can describe or communicate the message of the advertiser in a most 
illustrative way. In America, broadcast advertising is most common 
and familiar. There is what they call the "chain" broadcast which 
means that the advertisers'? programme as presented by the special 
artist in person at the key broadcasting studio is simultaneously tran¬ 
smitted to numerous stations which form a sort of chain or network of 
the said key studio. These broadcast messages can, in the United 
States ot America, be sent at different times which have been fixed for 
different centres, so that different types of listeners may be reached. 
There are also what are called "recorded broadcasts", where the 
broadcast talk is recorded or imprinted on wax, and then the imprints 
are distributed aind played at different stations. The imprints are 
said to be so perfect that an average listener can hardly distinguish 
l^tween a recorded message and a direct talk. This no doubt econo¬ 
mises the expense a good deal. There are also what they cajl " indivi- 
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dual station broadcast ’* where a programme is broadcast over one 
station only. 


The Pulling Force of Shop Windows 

One of the most attractive and useful methods of advertising is 
the use of shop windows. In old-fashioned shops, windows are prac¬ 
tically neglected, and where they exist at all, articles are thoughtlessly 
huddled together in a clumsy heap full of dust, with the result that 
instead of attracting business they create a feeUng of disgust in the 
mind of the casual passer-by. Today, in the case of all progressive 
retail shops, all wall space is reduced to a minimum and large glass 
windows are made to occupy the available space overlooking public 
streets. We have noted the importance of the situation of a shop in 
a prominent locality m the hrst part of this chapter. Full advantage 
of tins factor can be secured through a scientific use of the windows 
wiiich are under pubhc observation. Window-dressing has now been 
reduced to a fine art, and experts are engaged by important hrms to 
look after this branch of pubhcity and thereby the window display is 
made a never ending display for attracting customer. The object 
aimed at is twofold, viz. to attract attention to the class of articles 
□ffered for sade, at the same time to infuse into them the magnetic 
power of drawing customers, particularly those who are not already 
on the daily list. In other words, an appeal is particularly made to 
those who do not fall under the heading of regular customers, while 
at the same time the interest of old patrons is sought to be main¬ 
tained. If successful, casual passers-by notice in the window articles 
which interest them, and finding the prices marked favourable, step 
in with a view to buying the same. The window has thus achieved 
the first object, the rest lies with the salesman or saleswoman in the 
shop. If the latter play their part well, the chances are not only the 
coveted article is purchased, but perhaps a great many more than 
what was originally intended would form part of the bargain. If the 
articles bought prove satisfactory, the shopkeeper will have the addi¬ 
tional satisfaction of seeing so many additional customers on his daily 
list. It is thus that small businesses gradually grow into large and 
flourishing establishments. Let us consider for a moment the possi¬ 
bilities lying dormant behind this outwardly simple form of publicity. 
If for example, a shop which starts with three hundred customers were 
to succeed in interesting about ten casual passers-by every day, of 
whom even if five were eventually added daily to the regular list, in 
the course of about three hundred working days in the year, th^ 
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regular list wiD swell to a total of eighteen hundred customers inclusive 
of the original three hundred. This is an approximate estimate but 
one which is calculated to give the reader a rough idea as to the 
potential value of a scientific window display. Besides all this, any 
new type or consignment of goods, or any offer of an attractive bar¬ 
gain may take advantage of these media. A show card making a 
few selling points is also frequently displayed here with advantage. 
They also are a great help in reinforcing advertisements through other 
channels. 

The next question to be considered is the mode of display. 
.Windows are generally trimmed, and this process should be regulated 
on artistic lines ; but at the same time care should be taken to see 
that the trimming is not too attractive for the articles displayed lest 
it may distract attention from them. Trimming is meamt to serve as 
a sort of frame-work to the window which presents the display, and 
a too attractive frame on a comparatively plain picture spoils the effect 
meant to be carried by the latter. Besides, what is aimed at in case 
of a window is to hold the attention of the observer within its com¬ 
pass. The next point requiring attention is the display of the articles 
offered for sale. Many shops go in for what is known as “ a single 
article display " with a view to concentrating the full attention of the 
passer-by on it. This form of display is no doubt very effective, 
owing to the fact that there is no other competing article in the window. 
Of course the windows should preferably be cleared daily, in order to 
be able to display as large a variety as possible. Where a large number 
of articles are exhibited in a window, great care should be taken to 
see that the display draws attention to as large a number as possible. 
To bring about this result it is best to group together appropriate 
articles. Large furniture shops of Europe when they display, for 
example, a complete drawing-room in one window, an equally attractive 
dining-room in another, a furnished bed-room in a third, and so on, 
do so with this object in view. Here the combination appears so 
natural that the effect of the display as a whole, influences the mind 
of the prospective customer. Many of us who have occasionally 
succumbed to the, charms of a shop-window, have often wondered why 
a particular article which appealed to us so strongly in the window 
looks so plain and common within the familiar atmosphere of the 
drawing-room. The attractive effect of a complete show makes all the 
difference. Besides, appropriate articles should be displayed here 
during each season. It is unbusinesslike, not to say contrary to 
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common sense, if winter garments are displayed in summer and vice 
versa. The display of a large number of articles in demand among 
military men during the war by some of oui shops, was based on 
the same principle. The idea is to keep, as far as possible, in close 
touch with the time and circumstances, with a view to being able to 
secure the greatest advantage therefrom. 

Articles in a shop window are frequently marked with prices. The 
marking should be clear and free from ambiguity, and a form which 
frequently misleads the public should be studiously avoided. It is 
not uncommon, for example, to find, in the case of an article marked 
Re. I-I5i annas, the anna portion to have been purposely written in 
comparatively small letters. If the object here is to influence he mind 
of the purchaser with the idea that the price is one rupee, whereas 
he is actually made to pay very nearly two, it is a tactic of doubtful 
utility. How far this succeeds in achieving its object is a question on 
which it is hardly necessary to waste time, but it seems certain that 
even though this undesirable form were to attract some business, the 
after effect left on the mind of the customer is anything but favour¬ 
able. A business man who aims at securing a more or less permanent 
patronage from every customer he happens to deal with—and it is the 
permanent patronage which adds to the stability of a business—should 
avoid this objectionable practice, for it is bound to create a most 
unfavourable impression. The writing of these price tickets is an art 
in itself. Do not place a price ticket on all articles, but on a selec¬ 
tion of articles displayed in a window. In a popular store with cheap 
articles, these cards display prices in large letters. In superior stores 
show cards generally take the place of price tickets, advertising goods 
displayed in the form of so many head lines. 

We have already seen that windows should be cleared and articles 
shifted daily. This frequent shifting of articles helps to keep alive 
the interest of a large number of people who daily pass by a shop 
on their way to and from business: at the same time they give the 
public an idea as to tlie different types and classes of articles sold 
at the shop. By a well-regulated series of displays the complete con¬ 
tents of a shop are thus gradually displayed with excellent results. 
If electric lights are used during nights, they should be suitably hidden 
from view, as otherwise, they might distract attention. The modem 
method is to hide the lights in the frame-work of the windows and 
in the flooring, and to produce a daylight appearance. It is doubtful 
bgw ifar attractions, such as moving figures, music, etc. go to help 
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this class of display. A large crowd outside a window is bound to 
be objected to by the authorities, and is also likely to keep away the 
right type of prospective customers. Again, if the attraction does not 
represent the article ofiered lor sale, it may perhaps help to divert 
public attention from the articles advertised. 

Besides retail shops, a large number of manufacturers wishing to 
bring out their brands and wares, make use of shop-windows lor the 
purpose of exhibiting their products. The modem manufacturer, as 
we have already noticed, does not rest content with the efforts of his 
wholesale and retail agents, but adds his own quota to the selling and 
pubhcity campaign. He no doubt advertises through all the other 
media dealt with by us, but over and above these, he frequently plans 
exhibitions in shops situated in prominent localities, where articles of 
his manufacture and their uses and advantages are advertised. The 
windows of these shops, as well as the interior, is made use of for 
exhibiting the products concerned, where people are cordially invited, 
all enquiries are carefully attended to, andL if necessary, the proper 
retail or wholesale dealers referred to. In the case of manufacturers* 
and wholesalers* shops, show- rooms are maintained for dealers and 
trade visitors where merchandise is displayed from the stand-point of 
the dealer. It is said that where a manufacturer hxes up a show 
room offering goods to dealers, the show room should be on more or 
less the pattern of a well-equipped shop, and practical demonstration 
should be given by experienced salesmen to the dealers showing how 
they should in their turn display the said goods in their shops to the 
consumers ; and also instruct them as to how they should store them 
so that they may not get spoiled or shop-soiled rapidly. In case of 
machinery manufacturers, the show room displays machines in the 
same form as they are expected to be fitted and worked in the factory, 
which machines are worked and demonstrated by^ competent operators. 
Generally the standard trading lines are thus displayed. 

VALUABLE SERVICES RENDERED BY MODERN 
ADVERTISING AGENCIES 

Advertising Agencies have come into great prominence, both in 
England and America, and practically speaking, the largest proportion 
of advertisements of all classes in these countries arc nowadays con¬ 
trolled and put through by these agencies. These agencies undertake 
to look after every class of advertisement and also arrange the direc¬ 
tion of advertising campaigns. They have long passed the stage when 
ah they did was to secure soitabk spaces in newspapers and roaga- 
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zines, or to select and arrange for convenient sites for outdoor publi¬ 
city. The most prominent of these firms now undertake the work of 
the scientific advertiser and render considerable assistance in this direc¬ 
tion,^ both to clients who are unable to maintain a special advertising 
department with an expert as their advertising manager, as well as to 
those who can afford to pay for this luxury. There are some who 
undertake market research on. behalf of manufacturers, etc. who are 
not able for one reason or other to do so on their own. Our Indian 
advertising agencies are also now offering expert services but they are 
still very backward in connection with perfect copy appeals and none 
of them undertake market* research. 

To the former class of clients they act as special advertising 
departments, advise them as to the design and get-up of advertise¬ 
ments ; prepare copies both for outdoor as well as newspaper and 
magazine campaigns, draw up circulars, booklets and other literrture, 
design wrappers and packages for their wares, suggest appropriate 
media for publicity and finally arrange for insertions at favourable con¬ 
tracts. In other words, the advertising manager when employed studies 
the special needs of the business which employs him, and the agency 
assists him with its large outside experience and general knowledge. 
To the advertising manager they act as consultants, besides rendering 
the usual service in placing through the advertisements or other lite¬ 
rature. These agencies undertake the distribution of literature, fixing 
of placards ^d posters in proper positions and looking after their 
safety, addressing the literature to the appropriate parties, and so on. 
They maintain large departments of specialists and experts to look 
after the various branches of their profession. They engage experts 
in their service who by long practice and experience, as well as through 
the force of inherent ability, are able to create new ideas, ideas which 
mean an amount of business to their clients. They maintain a large 
staff of artists to design copies and pictures according to the ideas 
suggested by these experts. The newspaper and magazine spaces, sites 
and positions on prominent public streets, as well as railway stations 
and sidings, and suitable spaces in* tramways and railway waggons, are 
purchased by them by contract, and are in turn offered to their clients 
at rates more favourable than those at which the latter could have 
secured the same direct. They thus render a service both to their 
ftlienis as well as to proprietors of newspapers, companies, corporations 
and other public bodies concerned. The clients secure spaces at 
reasonable rates, whereas, the proprietors of the publicity media are 
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saved the trouble and expense of having to deal with a large clientele 
of an assorted t3;pe, not to speak of the loss involved in the collection 
and checking of small accounts. It is thus that a small trader or 
manufacturer is able to secure the services of experts whose employ¬ 
ment as full time managers would be well nigh impossible even for 
much larger concerns. Some advertisement writers and managers 
draw as much as £1,000 a year, and even more, in England, from 
firms who employ them, whereas there are others who practise on 
their own account and who would not care to accept service on this 
basis of remuneration. In America the wages earned by first class 
men in this branch of wolk are much higher. One has to take these 
factors in calculation in order to appreciate the great services rendered 
by these firms of experts at their proper value. Schools and colleges, 
as well as universities are now including advertising as a special 
branch of study in their curriculum, thus recognizing the claims of 
this branch of human activity to a place worthy of the high technical 
skill and scientific effort involved in its study. 

Another advantage offered to the client by these agencies is that 
no charge is made by them for their services in connection with the 
placing of advertisements. They are generally satisfied with the com¬ 
mission allowed to them (usually about 10 to 15 per cent) by the 
proprietors of the media concerned. In some cases even advice and 
guidance are offered free of charge. 

Newspapers and other publishers have these agencies on their list 
as '' recognised agencies " and they would deal on commission basis 
with these only. They are naturally selected with care, as in many 
cases they look to these agencies, to pay their advertisement bills and 
not the advertiser. 

To take an illustration, supposing a client consults an agency as 
to a particular article, or set of articles, which he wishes to push on 
certain markets. The agency recommends the design and get-up 
suitable to the taste of the buye/ in that province, supplies detailed 
information as to the magazines and newspapers in circulation in that 
area and the class of readers that can be influenced through these 
media, draws up a sort of a chart showing the number of insertions 
and the cost on the basis of a particular copy which it has prepared 
after careful consideration of the instructions of its client. If the 
client finds the estimate too costly the plan may be narrowed down 
from the standpoint of economy, or expanded if a larger outlay is 
available. The same attention is given to the various features of out- 
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Joor publicity, if that branch of advertising is suitable to that class 
of trade, and estimates, figures, as well as designs, are submitted for 
approval. 


Advertising Agencies and Market Research 

Many advertising agencies undertake research work in connec¬ 
tion with the selhng organizations of their customers. Thus, if a 
manufacturer wishes to discover as to how the sales of his goods 
could be improved, by finding out the merits of the brands of other 
competing manufacturers which give them a higher sale, he either gets 
a research made through his own selling department by his own 
salesmanager or entrusts the said work to an advertising agency. 
Many advertising agencies in Europe and America undertake this 
research at a certain charge. The research may be made among the 
customers or the cbnsumers and is then known as consumer 
research ", whereas it may be among the retailers when it is ^mown 
as " dealer research A certain number of men and women trained 
in the art are sent out with a given number of questions to visit 
f)ersonally a certain number of selected consumers or dealers tech¬ 
nically called "samples", who tactfully in course of conversation, get 
information from these samples as to their views in connection with 
brands sold on the market, particularly those they actually use, and 
also their reasons for not using other brands. Thus the manufacturer 
frequently discovers that the particular peculiarity of his goods which 
he thought was their principal merit was not appreciated by the bulk 
of the consumers, but that on the contrary it retarded sales. This 
valuable irilformation may help him to improve the article in a way 
which would make it acceptable to the largest number of buyers or 
consumers. Also the mode of use and the best time of use of an 
article can be discovered through a research, to the great advantage 
of the manyfacturer. Thus Horlicks Malted Milk was at one time 
advertised largely as suitable for breakfast use ; but when a research 
was made it was discovered to the surprise of the manufacturers that 
the largest number of " samples " visited declared that they used it 
as a hot drink during winter, which sent them to sleep most pleasantly. 
This new discovery in use was immediately broadcast and advertised, 
with the result that the sale of the product considerably increased. 
The research work, though a little expensive when made through per¬ 
sonal callers is most perfect as against postal questionnaires frequently 
sent out with a view to save expense. We have already seen that 
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this branch of research work is also undertaken nowadays by adver¬ 
tising agencies in the most advanced countries. 

It may be added here that where the manufacturer can afford 
the higher expenditure in effecting a market research on his own 
through his own sales department it is a "better plan because here the 
research is likely to be most perfect with the right type of field workers 
selected by the salesmanager himself who knows all about the type 
of goods manufactured and the competitions he has to deal with. A 
research through an advertising agency is only resorted to when the 
manufacturer cannot afiord the amount required for research on his 
own. 


CO-OPERATIVE OR GROUP ADVERTISEMENTS 

This form of publicity is now most common in. comiection with 
a trade association or combine of different firms, dealers or companies, 
by which they all combine and co-operate in advertising the merits 
of the article in which they trade. Thus the insurance companies may 
advertise the merits of insurance either in life or fire, marine or acci¬ 
dent branches generally. The master printers may advertise the merits 
of printing more and selling more, and even the Medical Association 
in England is now advertising the merits of nursing homes under 
qualified supervision. Thus this form of advertising in co-operation is 
directly opposed to the competitive advertising carried on by each 
trader or manufacturer separately on his own. The most compre¬ 
hensive form of this advertising is said to be a campaign for buying 
British goods only. The electric refrigerator companies have also 
combined in Europe and America and made populs^r the use of this 
very useful invention. The sugar industry has advertised sugar as an 
energy food with great success in the U.S.A. 


CHAPTER XII 

THE STOCK EXCHANGES, THEIR HISTORY, 
ORGANIZATION AND PRACTICE 

The Stock Exchanges or the Share Bazaars, as we call them here, 
are institutions of comparatively modem origin all the worid over. 
Neither Athens nor Rome boasted of similar institutions where, as at 
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present, securities in form of Government loans, shares and stocks of 
joint stock compames, etc. find a ready market. The foundation of 
these institutions was laid from the time that the current of the civi¬ 
lised countnes becam^stable and " well- regulated banking enterprises 
came to rest on the^ solid foun dation biic_ confidence .and the 

borrowing of Slates was crystallized efficiently -organized. The 
advent of the joint stock enterprise oh the scene, as we know it at 
the present date, acc^erated the progress of these institutions as central 
markets for raising money for industrial and other enterprises where 
the public savings found ready media for investment. In old days 
when these exchanges were unknown, a person who managed to lay 
by a small capital found investmex^ a difficult problem, because unless 
his saving represented a substantial arhouht,' a purchase of immovable 
property or an investment by way of mortgage on a similar security 
was not possible. Even deposits with banking institutions in old days 
had to be made in figures far beyond the limits of an average cidzen's 
savings. Today, with the spread _of as the ^ bank ing 

habit, with the facility for easy investment, a. person , with a modest 
income is encouraged to practise thrift in the hope of making 
his^^ngs earn an income, and when his bank balance assumes a 
decent proportion, he finds ample opportunity for investment through 
the help of his broker on the Exchange, or through his banker, in 
some marketable security wherefrom he can hope, not only to receive 
a satisfactory -inc^e by way of interest or dividend, but also to 
increase his capital through a rise in the market value of his invest¬ 
ments. At the same time he is secure in the knowledge that in case 
circumstances should necessitate the conversion of his capital into cash, 
a ready market on the exchange leaves hin* an ample choice in that 
direction. The rapid progress of large-scale industrialism in modem 
times is due -largely to the faclEties afforded'Ey^hese excellent 
tution§ ; for in the absence of such ready markets for inveSments and 
finance, joint stock enterprise could never have developed to the 
gi gantic proportions it has assumed today. Tlie rapid rise in the 
national incomfi-of-various countries may also be traced largely to 
this source, even after making all due allowance for modem inven¬ 
tions like steam-power, electricity, telegraph, labour saving machinery, 
etc. No doubt the Stock Exchanges, like all other useful institutions, 
are not free from drawbacks. In other words, they do not claim to 
be immune from elements which bring about disaster and suffering 
to the human race. Speculation has repeatedly spread to a dangerous 
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extent on these Exchanges, bringing in its train inevitable ruin and 
hardship involving both the innocent and guilty ; but these incidents 
are due more to the abuse of the facilities afforded by these excellent 
institutions, than to the nature of the transactions they normally put 
through. Some Exchanges, Tike the London Stock Exchange, form 
the medium for raising capital "both for home and foreign require¬ 
ments, and the business placeff there assiUnes—UTT" “internafibnal 
cHaracter, whereas others, like the Wall America or the 

Bornbay„StQck E_xchange deal largely in local securities. In both cases 
the services rendered to civilisation are of no mean order. We have 
already seen to what extent the Exchanges have helped the wor ld's 
material progress. Looked at from the moral stand-point as well, the 
inederirE^^ahges are capable of holding their ^utid. In the early 
stage of their career they found hunjanity—or at least that branch of 
it which had taken to commercial pursuits—on a low level, devoid of 
those traits of character which go to make the straightforward business 
man of the present day. It is but natural that this element should 
have hindered the progress of these institutions in countries like 
England and America where they originated, for we are told by the 
early chroniclers of both these countries that dishonesty and swindle 
ruled supreme on these Exchanges in the early days of their career. 
In England in the reign of William III, an Act (8 and 9 William III 
C. 32) was passed, entitled An Act to restrain the numbers and 
ill-practices of Brokers and Jobbers,*" by which it was sought to limit 
the number of stock brokers to one hundred, each of whom had to 
register his name and address on the Royal Exchange and had to 
cany about a silver medal of the King's arms with his name inscribed 
on the same to prove his bona fides They, however, soon emerged 
from this stage ; and today the average Stock Exchange man all over 
the civilised world is looked upon with due respect. The qualities of 
self-restraiqt, which the nature of the business calls forth, the sporting 
spirit which the peculiarity of the transaction helps to develop, and 
the mutual trust and confidence which are so essential to the very 
existence of the profession, have all combined to exercise an educative 
influence of a very high order to which the building up of character 
among Stock Exchange men is largely due. The march of modern 
civilisation has helped to spread these institutions all over the world, 
and it is our purpose in the course of this chapter to deal with the 
organization and practice of some of the most important of these 
institutions, particularly those in which an Indian student of commerce 
is likely to be most interested. 
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Itf Eariy History Records How From An Insignificam 
Beginning It Rose to fnagnificence 

The birth of what afterwards developed into the London Stock 
Exchange dates back to the period of the speculative mania between 
1726 and 1800, when at 'Change Alley, and also in the coffee-houses 
in Cornhill, Lombard Street and Sweetings Alley, the jobbers and the 
speculators in Government securities, as well as in stocks and shares, 
met together and did business. The most popular coffee-houses where 
these jobbers and brokers congregated, were Jonathan's and Garraway's 
coffee-houses, the former being the more favoured of the two. 
Gradually Jonathan's coffee-house came to be known as the Stock 
Exchange. In about 1748 Jonathan's coffee-house was burnt down 
and the New Jonathan's was started in its place. It is interesting to 
note here that the foundation of England's marine insurance market, 
now so famous all over the world under the popular designation of 
'' Lloyd's ", was also laid at a coffee-house, known as Lloyd's coffee¬ 
house, then situated in the vicinity M the Bank of England, where 
originally the underwriters used to m^t and transact marine insurance 
business with the outside public. Eventually, the underwriters formed 
themselves into an association called the Corporation of Lloyd's. The 
Slock Exchange al Jonathan’s coffee-house also developed on similar 
lines. In course of time it was found necessary to erect a special 
building, the foundation of which was laid in 1801, and it started 
work in 1802. The capital required was raised by the issue of shares. 

At first the London Stock Exchange principally dealt in home 
securities, but gradually, and specially after the close of the Napoleonic 
w^ars, dealings in foreign securities began to be introduced. The advent 
of joint stock companies on the scene no doubt accelerated the pace 
of progress, and the London Exchange had varied experiences of reck¬ 
less speculation during the nineteenth century. The time between 
1822-26 marked a period of joint stock company speculation, which 
in many details resembles our experience of the Back Bay mania in 
Bombay during the years 1864-65 with which we shall deal later. 

The next period of speculation on the London Exchange was that 
of railway company flotation, when numerous projects for starting 
railway lines all over England, and even in foreign countries, were 
offered for public investment, with the result that a great many of 
these projects failed during 1846. The year 1900 was eventful in the 
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South African Mine shares speculation with the usual sequel ; whereas 
the Rubber Boom of 1910 helped a large number of speculators to 
amass fortunes. As an aftermath of the Great War an amount of 
speculations in company shares was also noticed during the years 
succeeding 1920. These were periods of exceptional activities, and as 
is usual in case of all excesses, they brought about their unavoidable 
reaction. 

The rest of the history of this excellent institution records a steady 
progress in the country's savings and income, and an exceptional 
development of trade and industries, both home and colonial, as well 
as foreign. Excellent services were also rendered by this institution 
during ffie last war, when enormous amounts were continuously raised 
for war purposes. The peculiarity of the present day Stock Exchange 
of London is that it, unlike many others, deals largely in foreign, 
besides British securities. It is so to say the world's market for 
investment and finance. Not only foreign companies, but also almost 
every foreign government, find a ready market in London for their 
securities. This is no doubt largely due to the exceptional prosperity 
of England. Every year the Enghsh capitalist has on* hand a large 
surplus income in the form of capital for which he is constantly looking 
out for channels of investment. 

The Members, the Board of Management and the 
Committee for General Purposes 

The Slock Exchange membership as in 1934 was somewhat less 
than 4,000 though there were as many as 5,500 members in the 
year 1905. Of these members about 3,000 members are shareholders 
also of the Stock Exchange building. It may be added here that the 
Stock Exchange is subject to control by two separate bodies, viz. (i) 
the Board of trustees and managers, which is concerned with the Stock 
Exchange building, and (2) the Committee for General Purposes. 

The Stock Exchange building is under the control of a Board of 
nine managers chosen by the shareholders or members of the Asso¬ 
ciation, or proprietors. The managers have entire control over the 
finance of the Association. They fix entrance fees and subscriptions 
and look after the proper repairs and equipment of the House. They 
declare dividends out of the surplus revenue to the shareholders. Tiiree 
of the managers retire eveiy five years, and the members of the Board 
of managers are known as trustees and managers The building 
of the Stock Exchange vests in these trustees. 
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On the other hand the Committee for General Purposes is made 
up of 30 members who are elected annually, on, or about, 20th March. 
The old members of the Committee are of course eligible to be re¬ 
elected if they so desire. A person who is proposed for election to 
this Committee must be a member of the Exchange for at least 5 years 
preceding his election. No fees are paid for serving on this Committee. 

It may be added that the shareholders or proprietors of the Stock 
Exchange building are distinct from its members. When the Stock 
Exchange building was first built, the capital for same had to be 
obtained through the issue of shares, and a large number of shares 
originally were held by outside public. Gradually these shares are 
now being held by the members of the Stock Exchange itself. Thus 
a person being a shareholder does not necessarily mean that he is 
also a member of the Stock Exchange^ 

The membership of the Stock Exchange is very restricted and the 
regulations provide that no member is a life member, but that every 
one of the members has to be elected every year for one year only. 
As a matter of fact a person once a member is automatically elected 
from year to year. If a person wants to be a member of the Stock 
Exchange he has to obtain nomination from a retiring member or the 
representatives of a deceased member. This nomination has to be 
purchased on the Exchange at a price varying with supply and demand. 
If the applicant for membership happens to be an entirely inexperienced 
person as far as the House is concerned, he has to find three guarantors 
willing to contribute, for the benefit of his creditors, ^500 each, in 
case he defaults within four years of his date of admission. If, how¬ 
ever, the applicant is a person who has served as a clerk in the House 
or settling room for at least four years before the date of his 
application, with a minimum of three years in House, only two 
recommenders are required of £300 each. These recommenders 
must also, in their turn, be members of the Stock Exchange 
of not less than four years standing. These members are not allowed 
to accept any indemnity in respect of these guarantees. There are 
also admissions made without such nominations from time to time in 
the Stock Exchange, though this is very rare. The candidate for 
admission must be not less than 21 years of age. No candidate is 
eligible who has been a bankrupt or against whom a receiving order 
in bankruptcy has been made, or who has been proved to be insolvent 
or who has compounded with his creditors, unless he shall have paid 
20 shillings In the pound and obtained a full discharge. 
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Each cseeommeftder shall state in writing the following:—> ' 

[%) njaS the candidate fulfils all the requirements of fhe rules. 

(2) That fee has read the attached statement by the candidate, 
and confirms the accuracy of the same. 

( 3 ) How long be has known the candidate. 

(4) That from his personal knowledge he is satisfied as to the 
candidate's fitness, both financially and in all other respects, 
to become a member of the Stock Exchange. 

(3) That the candidate is free to commence business on his own 
account forthwith if he so desires, 

(6) That he is not and wiD not be indemnified. 

It is further laid down by Rule 36 that a candidate may be 
lecommended by a firm, but not by two members of the same firm. 

A candidate may not be recommended by: — 

(i) A member who fe employed as an authorised cn* unautho¬ 
rised clerk. 

(ii) A member of firm who emplc^s him as an authorised clerk. 

(iii) A member wtoae. sureties are still liable. 

“A member shall not bo surety for more than two members at the same 
feme, unless he takes up m unexpired suretyship, when the limit shad 
be three. 

" If a member enters into partn^i^ip with or become authorised clerk to 
one of his sureties, or any one of his stueties cease to be a member 
during his liability, he shall find a new surety for such portion of the time 
as shall remain unexpired; and until such substitute is provided, the com¬ 
mittee will prohibit ^is entrance to the Stock Exchange.'’ 

The election of new members is by ballot and must be carried 
by majority of three-fourths in a committee of not less than 12 members. 
A new member on being elected must purchase one share in the Stock 
Exchange building within six months of his election, otherwise the 
election will be cancelled. 

Functions of Jobbers and Brokers 

The special feature which characterizes the membership of the 
London Exchange, from the Exchanges all over the world, is that 
the members of t-he London Exchange are divided into two water¬ 
tight compartments under the designations of brokers" and 
"jobbers’* respectively. This division, as we have already noticed, 
b voluntary. Members with capital at their command generally pretei 
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lo act as jobbers or “ dealers whereas those less fortunate in 
this regard, but who command. large influence among the investing 
members of the outside public, prefer to act as brokers. We have 
referred to this as a special feature of the London Stock Exchange 
because on the Exchanges and bourses all over the world the members 
act simultaneously as dealers and brokers. The broker’s function is 
to secure orders for purchase or sale of securities and place the same 
on the Exchange with the jobbers for which a brokerage or commis¬ 
sion is charged. The jobber on the other hand is the member who 
prefers 'to deal in stock and shares. He is generally on the Exchange 
to buy or sell those securities in which he specializes at prices quoted 
by him. The principle on which he is supposed to be working is that 
of buying cheap and selling dear, as we shall see later .on, the differ¬ 
ence being known as the ‘’jobber’s turn", or the “turn of the 
market It is a moot question whether this system does not throw 
an unnecessary burden on the investors, i.e. the outside public, who 
have to pay the broker's commission as well as bear the burden of 
the “ jobber’s turn ”. Advantages claimed for it are that on a market 
with so many complicated dealings, and that too in international 
securities, much time and effort would be wasted if the system which 
prevailed on the other Exchanges, viz. allowing every member to deal 
as jobber as well as to act as broker, were to be introduced. It is 
asserted that the conditions prevailing in London are p>eculiar to that 
great city, and that the jobber there is the most essential part of the 
Stock Exchange machinery in the interest of all. There is one addi¬ 
tional advantage which suggests itself, viz., that under a system which 
prevents brokers on the Exchange from acting as buyers or sellers 
against their own principals (clients), the latter can look to them with 
confidence for advice and guidance on the question of investment, as 
in such cases the advice is most likely to be disinterested. Of course, 
London being peculiarly placed as the banking and financial centre 
of the world, as well as the metropolis of an Empire whose capitals 
are constantly in search of investment of the large surplus income 
which is constantly pouring in from abroad, its Stock Exchange 
naturally commands the largest business, and that, too, of a nature 
which affords ample scope for specialisation and division of the typ)e 
we are discussing. In connection with the Bombay Stock Exchange, 
the Enquiry Committee appointed in the year 1924, with which we 
have dealt fully while dealing with that Exchange, expressed the 
opinion that there is not sufficient business for such a division (jobbers 
and brokers) in Bombay, but that they “ strongly recommend this 
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aange should the Bombay market ever grow sufttiently to make this 
division feasible 

Powers of the Committee for General Purposes 

The internal management of the London Stock Exchange is 
carried on by the Committee for General Purposes, which consists, of 
thirty members, who are elected by ballot by the members on the 
25th of March every year. No person who has not been *a member 
for at least five years immediately preceding his candidature can be 
elected. The occasional vacancies are also filled in similarly by ballot, 
the person so elected to hold office until the 25th of March imme¬ 
diately following. The functions of the committee according to the 
rules are;—The committee shall regulate the transaction of business 
on the Stock Exchange and may make rules and regulations not 
inconsistent with the provisions of these presents respecting the mode 
of conducting the ballot for the election of the committee and respecting 
the admission, expulsion or suspension of members and their clerks, 
and the mode and conditions in, and subject to which, the business 
on the Stock Exchange shall be transacted, and the conduct of the 
person transacting the same and generally for the good order and 
government of the members of the Stock Exchange, and may from 
time to time amend, alter or repeal such rules and regulations, or 
any of them, and may make any new, amended or additional rules 
and regulations for the purpose aforesaid.*' The committee elects its 
own chairman, deputy chairman and secretary. It will tlius be seen 
that the committee exercises a disciplinary control over the members 
of the Stock Exchange and is given strong and salutary powers of 
control, suspension and expulsion of members. No member is allowed 
to enforce by law against another member, any claim arising out of 
Stock Exchange transactions without the consent of the committee. 
The committee also decides all questions referred to it by its members, 
and deals with complaints against members. It also decides which 
securities are of sufficient magnitude and importance to deserve a place 
on the official list, watches carefully the companies and institutions 
whose securities are so quoted with a view to seeing that they comply 
with those requirements of the Exchange which alone would entitle 
them to retain their place on this list. The committee acts on the 
mnciple of the "inviolability of bargains" and shalT not entertain 
any application for annulling any deal on the Stock Exchange, except 
on the ground of fraud or wilful misrepresentation, or upon " evidence 
of such material mistake in the bargain as in their judgment renders 
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the case one which is fitting for their adjudication'*. The power of 
expulsion of members can be exercised by the committee when any 
member in its opinion has (i) violated any of the rules or regulations, 
or (2) failed to comply with any of the committee's decisions, or (3) 
proved guilty of dishonourable or disgraceful conduct. 

The committee has also the power to suspend a member “ who 
in his conduct or business may act in a manner detrimental to the 
interests of the Stock Exchange, or unbecoming the character of a 
member, or who may obstruct the business of the House The 
committee reserves to itself the power to publicly notify this expulsion 
or suspension. 

A member when he is expelled is called a '/ lame duck " by his 
fellow members. Jhe expulsion is announced on the Exchange by 
the clerk of the House, who strikes three times on the rostrum of the 
Exchange with a wooden hammer at the time of the expulsion and 
thus the member is said to have been “ hammered " from the 
Exchange. 

CLERKS, AUTHORISED AND UNAUTHORISED 

A member is permitted to introduce three clerks to the House 
per month, one of whom may be authorised, and two settling room 
clerks. A firm of members may be permitted to introduce five clerks 
in the House, two of whom may be authorised and also six settling 
room clerks. Members of the Exchange may also act or be employed 
as either authorised or unauthorised clerks. In the case of an autho¬ 
rised clerk, the committee should be satisfied that he is of the requi¬ 
site age of 21 years ; whereas in the case of an unauthorised, or 
settling room clerk, that he is of at least 17 years of age. A clerk 
is not authorised to transact business until he has been admitted to 
the House or settling room for two years with a minimum service ia 
the House of one year. The authorised clerk of a jobber member is 
not permitted to carry on business in any market other than that in 
which his employer deals. The authorised clerk has to wear a dis¬ 
tinctive badge in the lapel of his coat, and his employer is responsible 
for the bad^e being worn in accordance with the regulations. 

THE MARKETS 

For convenience the London Stock Elxchange is divided into 
different markets, viz. the American market, the Consols market, the 
Railway market, the Foreign market, etc. where separate groups of 
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jobbers who specialise in the dealing of the particular class of secu¬ 
rities are found standing during business hours. 

THE COURSE OF BUSINESS OR HOW THE 
DEALINGS TAKE PLACE 

Any one wishing to deal on the London Stock Exchange must 
ojjen an account with a broker member of the Exchange, for which 
purpose the party concerned should get himself properly introduced. 
Once an account is opened, the broker will take orders from his client 
and place them with jobbers on best possible terms. The outside 
public is not admitted into the Elxchange, and no member of the 
Exchange will have dealings with a non-member except through inter¬ 
vention of a broker member. Every day orders are received by 
brokers to buy or sell securities of various denominations from their 
clients. Public opinion favours one type or the other, according to 
circumstances. The bargains may be either for “ money " or for 
account The transaction for money is paid for and settled on 
the same day. On the other hand, a transaction for account means 
that the securities agreed to be bought or sold are not to be delivered 
or paid for until the next settling day, i.e. one immediately following 
the date of purchase or sale. If, for example, a broker has orders 
to buy certain bonds or shares on account, he generally approaches 
those jobbers on the Exchange who make a speciality of dealing in 
same. He asks for a quotation in the security concerned without dis¬ 
closing whether he is a buyer or a seller. On this the jobber gives 
him two prices, say, ioi-i02, which means that he is ready to buy 
at loi and sell at 102. The difference of one between these two 
prices being called the jobber's turn, or the turn of the market, on 
which the jobber is supposed to look for his profit. In order to prevent 
the broker from binding the jobber to buy or sell an impossible quan¬ 
tity at the price quoted, it is laid down that ** an offer to buy or 
sell stock, bonds, or shares when no amount is named, is binding to 
the amount of: — 

£1,000 Stock Oi Bonds or their equivalent in foreign currency. 

£1,000 Shares or units of Stock of the market value of less than £i. 

50 Shares or units of Stock of the market value of £i to £15. 

10 Shares or units of Stock of the market value of over £15. 

100 American or Canadian Shares." 

The jobbers' turn varies in amount with the type of security and 
the class of market as well as the size of the proposed bargain. Where 
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securities are of a nature generally dealt with on the Exchange, and 
thus are easily available for purchase and sale to the jobber, the 
jobber's turn is naturally very small, whereas in case of securities 
where the market is not so favourable or constant, or quotations are 
not available, a wider margin between the selling and the buying prices 
prevails. The larger the quantity of shares asked for, the larger will 
be the jobber's turn, for the simple reason that the jobber will have 
to obtain these securities in order to balance.his account, and if he 
buys or sells more, the prices in the market are likely to move against 
him. Thus the jobbers’ turn is not exactly his profit for the simple 
reason that if securities cannot be had at the proper balancing prices 
he may even lose ort the bargain. Where the jobber has sold more 
than he bought, or vice versa, he is said to have sold “ short " and 
must make up the difference between the purchase and sale by filling 
up the gap through a transaction- either of purchase or sale as the 
case may be. When the jobber wants to purchase in order tc make 
up his “ short ”, he will shout the name of the security in the market 
and the prices he is prepared to pay—adding the word ” bid ” to it 
whereas in case he wishes to sell he will name the security plus the 
price with the word ” offer If nobody responds to his ” bid ” or 
” offer ” he is said, in technical language, not to have been ” taken 
up ”, with the result that he has to advance or reduce his bid or 
offer until a broker or some other jobber comes forward to deal with 
him at his price. 

Now supposing that the broker's order was to buy and he was 
satisfied with the quotation, he will say, I buy five shares at loi. 
The transaction would then be noted by both the jobber and the 
broker in their respective note-books. Here it may be remarked that 
by a process called ” marking ” the members are kept in touch with 
the prices at which business is done in important securities by means 
of the marking-board which is kept in the Exchange in a prominent 
place. Members are requested to write out -on forms supplied the 
prices at which they do business in various securities and drop the 
same in boxes kept for the purpose. These boxes are cleared from 
time to time and the official marking is done through the prices thus 
indicated The official list of prices for the next morning is also made 
out from this source. It may be added here that a jobber when 
approached by a broker is not bound to make a price at all, though 
present on the market, but once he gives a quotation, he is bound to 
deal at that price up to the maximum laid down by the rules or for 
the quantity named at the time of asking for the quotation. 
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We have seen how a bargain is closed. We will suppose that it 
was for account. The next day it will be " checked " This is done 
by checking-clerks engaged by brokers and jobbers who meet for this 
purpose in a special room provided for them on the day following 
the date of purchase or sale. The broker immediately makes out a 
contract note for his client stating particulars as to the purchase or 
sale, together with the prices and the name of the jobber, which he 
(the broker) signs. 

THE THREE DAYS OF SETTLEMENT 

The Stock Exchange Committee fixes the settlement days. On the 
London Stock Exchange the ordhiary settlements are fortnightly, 
whereas, those for consols are monthly. Each settlement is divided 
into three days, viz., (i) The contango or the canydng over day, (2) 
name or the ticket day, (3) settling or pay day. 

0 On the first day the speculator who does not wish to close his 
account, either by paying his difference of loss or profit, or by paying 
for and taking delivery of the securities, gives a notice to that effect 
to his broker and requests him to carry over the transaction. This 
we shall fully deal with later. 

On the second day, the brokers have to declare the names of 
those to whom the stock and shares have to be transferred on tickets, 
so that transfers may be prepared. 

On the third day the securities are delivered and paid for. 

TECHNICALITIES OF THE DEALINGS 

We have thus noted the various steps necessary in putting 
through a deal. It is now proposed to enter into a discussion of the 
various technical terms connected with these deals, together with 
details as to the various modes of dealing on the Exchange. 

The regular investors generally enter into transactions for money, 
unless they find the account prices more advantageous, which is rather 
rare. By far the largest number of transactions are made up of 
account dealings which are generally of a speculative nature. These 
speculators try to take advantage of the fluctuation in the prices caused 
by the law of supply and demand, which operates on securities just 
the same as on the commodities. At one time the public seems to 
favour one type of stock or share, at another time it seems to be 
anxious to get rid, of it. This state of the public mind is due to 
so many complex sets of causes that it is impossible to lay down any 



The Stock Exchangee 465 

dfctnm or rule. The nature of securities themselves plays an important 
role in this regard. Some are affected by political causes at. home 
or abroad like Government Loans and Bonds, a bad harvest may 
have a depressing effect on such shares as Railway shares, whereas an 
industrial unrest may affect the third class of shares like the mill shares 
and so on. The seasoned speculator watches these carefully and tries 
to make the most of his opportunities. We have thus two classes of 
operators on the market, viz. the “Bull" and the "Bear" Let 
U 3 deal with each separately. 

The Bull or The Teiiwatla 

The bull (known as tejiwalla on our share bazaar) is an operator 
on the Stock Exchange who buys securities on account in the expecta¬ 
tion that by the next settling-day the prices will go up ; and by 
taking delivery at the cheaper rate, at which he has agreed to buy, 
and delivering the same at the higher rate possibly on the settling-day 
will make a profit. Supposing that a speculator thinks that, for some 
teasons best known to himself, the price of Hindustan Railway shares 
quot^ today at Rs. loo per share will go higher by the next settling- 
day, he orders his broker to buy ten shares on account. Now if on 
the settling-day the shares do rise in price, say to Rs. no, he will 
make a profit of Rs. lo per share, minus brokerage, by taking delivery 
at Rs. 100. and selling them at Rs. no. In fact he will find the 
jobber from whom he has bought ready to settle with him by paying 
him the difference. 


The Bear or the Mundlwalla 

The bear, on the other hand (known as mundiwalla on our bazaar) 
is a speculator, or dealer, who thinks that the market should record 
a fall in the security of his choice by the next settling-day and thus 
sells on account a quantity at the current price. If his expectations 
are realised, i.e. the market falls, he buys up at the lower rate, and 

delivers the same to the jobber to whom he sold at a higher rate_of 

course through his broker. Generally he manages to secure the differ¬ 
ence of profit from the jobber. Thus for example, if a speculator 
thinking that the^ Hindustan Railway shares which are quoted today 
at Rs. no, will fall, and sells ten shares on account at that price, 
and thereafter if the market does fall, e.g. to 95. he can close the 
bargain with the jobber, securing a profit of Rs. 15 per share, loss 
brokerage. 

SO 
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We have thus seen how the bear and the bull speculators deal. 
The majority of bull transactions in any security have the efiect of 
throwing up the market by creating a demand, whereas a larger 
nuhiber of bear transactions will result in securing a depressing effect 
on the market. If, however, the expectations of the bull or the bear are 
not realised, they have either to close the bargain by paymg the 
loss, or by taking or giving delivery of the securities dealt in, or they 
may request the broker to carry over the bargain to the next setdement. 

Marking of the Bargain 

After the broker has bought or sold, and thus put through the 
bargain on behalf of his client, he enters on a printed slip provided for 
the purpose by the Stock Exchange, the name of the share or stock 
and th^ prices at which the same has been dealt with and hands the 
slip over to the clerk on the Exchange in charge of the “ Marking 
Board From these slips the current prices at which dealings are 
going on from hour to hour are first written on the/* marking board ", 
which is a black-board on which these prices are written in chalk. The 
other use of the slips is in connection with the compilation of the 
Stock Exchange daily " official list " of " officially quoted securities " 
and also of the supplementary list which gives dealings in securities 
and prices which are not officially quoted. It is optional for a member 
to get his bargain marked, but he is bound to give the amount and 
other details at which the transaction was entered into. However, 
brokers generally prefer to get their transactions m^urked, because 
by doing so they are protected against their clients suspecting that 
he had not obtained a proper price, because if he marks the transaction, 
the " final hst " indicates the price among the prices at which the 
bargains were done during the day. Frequently clients request brokers 
to mark the transactions after they have put through his order. The 
*' official list " indicates, (i) bargains made at special prices, i.e. for 
unusual amounts, (2) those between the non-members, and (3) those 
put through during unofficial hours or on the previous day by a special 
sign tg the price. 


The Contract Note 

As soon as the bargain is complete the broker or his clerk makes a 
" bought or " sold " contract note, with a view to despatching samef 
to his client which contract note bears the date, name and address of 
the broker, particulars of the stock, amount and price , and also states 
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the broker^s commission or brokerage, the contract stamp, the amount 
of transfer duty plus the registration fee payable in connectioD with 
transfer of the share to the company. The rule here is that if the 
client does not agree with the contract on the ground either that 
the broker has misimderstood his instructions or bought for a higher 
quantity or for higher price than that which he had indicated, the 
^ent must take up the matter immediately, otherwise the bargain will 
be taken to have been accepted. 

Carrying Over When dC How It Is Done 

In case of carrying over, the idea is to arrange to continue the 
transaction to one more settlement by postponing its final settlement 
The parties to a contract on the Exchange are of course not bound 
to carry over, unless they originally agreed to do so. In practice, 
however, it is generally easy to arrive at such an arrangement, either 
with the original party to the bargain, or failing him, with someone 
else. If for example, the bull who bought tea shares at Rs. lOO, 
wants to cany the same over, he approaches the jobber through his 
broker with a request to cany the same over. Now supposing the 
current price on the settling day is 98 - 99 , the roiddle price, te. 98 ^^, 
will be the price fixed for such carrying over. This is generally done 
by the cleric of the House ; a regular list of such prices, known as the 
making up prices ", is published for each settlement. The original 
contract is thus cancelled at the price of 98 J aqd the difference, i.e. 
^ £ per share, is paid by the bull to the jobber, ^qd a new contract 
for the purchase of ten shares at is entered intp. If on the other 
hand the share has risen and the bull still wants to cany over, he 
can do so at the " making up price " receiving the difference, instead 
of pa 3 dng it, i.e. if the making up price were no he would receive 
£10 per share. A similar course is followed in case of boar transac¬ 
tions, In addition to the payment or receipt of the difference between 
the contract price and the making up price, a further charge is some¬ 
times made known as the " contango" in the case of a bull, or 
" backwardatiofi " in the case of a bear transaction. This has to be 
paid in consideration of the accommodation allowed for the continua¬ 
tion by the jobber. This charge varies with the class of security dealt 
in, the state of the money maiket and the quantity of the securities 
dealt in. 

Instead of carrying over with the same jobber, the broker often 
arranges to have these carried over witti some firm of money-lending 
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brokers on the Exchange at a more advantageous rate. Thus what 
actually occurs is» that the broker sells these securities to a firm ot 
money-lending brokers, at the making up price of the day for cash, 
and buys from them the same securities at the same price for the 
next account. The extra consideration of the money-lending firm 
for arranging thus to carry over and accommodate the speculator, takes 
the form of interest at a fixed rate on the value of these securities 
for the fortnight during which they agree to hold them. The specu¬ 
lator here pays the difference of the market, i.e. the difference between 
the contract and the making up price. He also pays for stamp as 
well as brokerage. Thus the lending firm virtually accommodates him 
with capital necessary for the carrying over. 

NAMES OR DENOMINATIONS BY WHICH 
PRICES ARE KNOWN 

The prices as quoted on the Stock Exchange of London are divided 
under three headings: namely (i) those which are current during the 
official working hours of the Exchange namely before 3 p.m., (2) those 
which are quoted between 3 and 4 p.m. and known as the *' closing 

prices (Here it may be added for explanation that though the 

Stock Exchange is officially closed at 3 p.m. the doors of the building 
are not dosed till 4 p.m.), and (3) those which are quoted after 4 p.m. 
on the steps of the House and in the streets, known as the " street 
prices There is one more heading under which Stock Exchange 
prices are quoted or mentiorfed, namely the tape prices These 

are prices quoted on the tape-machine which is a clever mechanical 

contrivance which any subscriber can get fitted in his office. These 
machines are connected with the Central Exchange to record all fluctua¬ 
tions in prices on the tape-machines as they get information of the 
same through their agents on the Stock Exchange. Thus a subscriber 
who is interested in the fluctuations of the Stock Exchange can keep 
himself in close touch with these fluctuations throughout the day by 
getting one of these machines fitted in his office. The machines when 
they have to give out a message make a clicking noi^fe, like that of a 
typewriter, and emit a tape on which is typed the fluctuation or any 

other information connected therewith. 

« 

THE OFFIOAL LIST OF PRICES 

The Stock Exchange of London issues an official list of prices, in which 
prices of those securities, which in the opinion of the London Stock Ex¬ 
change committee are of sufficient magnitude and importance are 
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quoted- The list generally shows prices ruling from To-45 a.m. oip to 3-30 
p.m. on week days and between 10-30 a.m. and i p.m. on Saturdays and 
also the closing prices. Ihe first part of the list is made up of official 
quotations which arc obtained through the process known as marking 
which we have already noted. The second gives the closing prices as cur¬ 
rent after 3-30 p.m. up to the time of the closing of the list. These are 
collected from the statements of the leadbg jobbers. According to the 
rules of the Stock Exchange no prices can be inserted in this first 
part of the official list unless the bargain shall have been made on the- 
Exchange between members. In case any bargain has been made 
at a special price on account of the exceptionally large quantity for 
which it has been entered into, the same may be marked, but with 
distinguishing signs. 

It may be added here that this official list contains much more 
information than the list issued by the committee known r-s the 
daily supplementary list of securities not officially quoted'*. In 
case of securities in which there was no bargain made, the business 
done *' record gives the date and price of a bargain effected on any 
previoxis day. In some cases of inactive securities the date may be 
as far back as three to twelve months. 

STOCK EXCHANGE PERMISSION TO DEAL IN 
SHARES OF A COMPANY NECESSARY 

In case of new joint stock companies, the prospectuses often declare 
that application will be made after allotment, to the committee of the 
Stock Exchange for permission to deal in shares of the company. Thus^ 
the Stock Exchange reserves to itself the power of granting or refusing 
permission to its members to deal in shares on the Stock Exchange 
of companies. The companies desiring to be permitted must send up 
their certificates of incorporation and the certificate entitling them to 
commence business, as well as the memorandum and articles of asso¬ 
ciation and a copy of resolution authorising the issue. Where shares 
have been agreed to be allotted as fully paid, certified copies of the 
contracts relating to same must also be sent. Besides these a copy 
of the allotment letter has to be sent, and, if possible, also a copy of 
the prospectus. The important condition is that at least two-thirds 
of the shares for which the quotation is required must have been applied 
for and unconditionally allotted to the public. Where no prospectus 
is issued, the company has to advertise in two leading London morning 
papers giving complete particulars with regard to the issue, and a 
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signed copy of the said advertisement must be lodged at the share 
and loan department of the Exchange. The usual requirements of 
the Stock E.xchange for giving permission are—that (i) the directors 
must hold a share qualification which must not be merely nominal. 
(2) that the borrowing powers of the board are limited to a reasonable 
amount, {3) that non-forfeiture of dividends is secured, (4) that the 
common form of transfer shall be used, (5) there shall not be any 
restriction on the transfer of fully paid shares, and (6) that the fully 
paid shares shall be free from all lien. 

These and various other requirements of the Exchange are meant 
for the safety of the shareholders who bhy and sell shares on the 
Exchange. The committee of the Stock Exchange reserve to themselves 
the absolute right of refusing permission without stating any ground, 
^ven in cases where the requirements of the Exchange appear to have 
been duly complied with. This is because the committee want to 
reserve to themselves this right even in cases where though everything 
on the surface appears to be safe, they have certain private reasons 
for suspecting that everything is not quite as it should be. 

SHARES OF “ N© PAR VALUE 

This type of share is unknown in the United Kingdom or India, 
but in the case of American companies shares of no par value '' are 
issued. In case of such shares, no nominal value is fixed but they 
only represent a share in the net assets. To take an illustration if a 
company issues 5,000 shares of no par value at a particular price, 
the value of each share is supposed to be 1/5000 of the net assets, 
i.e. the difference between the assets and liabilities, in the case of 
solvent companies. In case of companies having a regular share capital 
issued in addition to shares of no par value, each share is valued on 
the footing of the surplus after deducting from the net assets of 
the company the par value of previous issue. In the balance-sheets 
these shares are frequently shown at the actual price paid for them, 
or alternately at the value represented by the surplus of assets as 
stated above. 


DEALINGS IN OPTIONS 

Besides the ordinary dealings, i.e. actual purchase and sale, there 
are other transactions known as '* option deals Under these option 
deals a speculator is in a position to limit his liability to the amount 
paid for securing the option, whereas, his chances of profit are left 
almost unlimited. Under this system, a speculator on paying down 
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so much per cent, or so much per share hy way of option premium, 
gets in return an option to buy or sell a certain quantity of stock 
or shares on the settlement day from a jobber at a price indicated 
at the time of the contract. Jhe option to buy is known as a call 
option " and the option to sell is called put option For example, 
if A were to think that according to his information the shares of the 
Bank of England, which are quoted on the date in question at £xoo, 
will rise above £iqq before the settlement day, but he does not want 
to risk the chances of loss in case these shares were to record a heavy 
fall, and supposing that the jobber wants £i per share, i.e. £io for lo 
shares,'as option money, which A pays. Now if on or before, the settle¬ 
ment day the market rises to £iZO, A would exercise his option to 
buy at £100 and immediately sell these shares at /120. thereby making 
a profit of £20 per share, i.e. in all £200 mmus the option money, 
namely, £10 His profit would thus come to £190 If on the other 
hand the market were to fall, say to £80 per share, he would not exercise 
his option, but would abandon the transaction and thus lose his option 
money, namely. £10. Thus we see in this case that though the actual fall 
in price is £20 per share, A loses only £1 per sliare which was the actual 
option premium paid by him, 

‘‘Put and Call Options’^ 

Besides the single options, viz. ** put or call" options, there are 
dealings known as "double options" or "put and call options" 
Under these the speculator on paying double the usual premium, gets 
the option either to " put ", or to " call ", a certain quantity of secur 
ities at. a certain price on the, next settlement day, e.g. if A wants 
a "put and call option " on 10 Bank of Bombay shares, the option 
premium being Rs. 10 per share, for each single option he would have 
to pay Rs. 20 per share, viz. Rs. 10 for " call option " plus a further 
sum of Rs. 10 for "put option ". Now supposing that on the settle¬ 
ment day the securities did neither rise nor fall, he loses the whole 
of his option money, viz. Rs. 20 per share. In order to enable him 
to make a profit, the securities must rise or fall to a limit which is 
over that of Rs. 20 on each share,* e.g. where the agreed price was 
Rs. 1,500, the securities should rise over Rs. 1,520 or fall below Rs. 
1,480. The " put and call " transactions are thus entered into only 
in connection with securities which are subject to violent fluctuation 
in prices. 
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of Mofc’^ and Put of More ” 

These are transactions in which are found combined either a bull 
transaction with an option to double the quantity, or a bear transaction 
with a similar option. We shall proceed to deal with these fully. 

Under the call of more, if a speculator thinks that the price of 
a particular security would rise before the next settlement day and 
wishes to buy a certain number of shares in the hope of m|Lking a profit, 
e.g. he wishes to go in for 20 shares, but cannot undertake the whole 
risk, he enters into a bull transaction for the purchase of 10 shares 
coupled with an option to buy further 10 shares. In this case if the 
security rises as per his expectation, he takes delivery of the first 10, 
making a profit on the difference and also exercises his option of 
purchasing 10 more, thereby making a further profit. But if on the 
other hand the market were to fall, he would have to bear the full 
loss on the first set of 10 shares for which a bull contract exists, but 
with regard to the option to buy ten more, all he need do is to 
abandon the same, thereby losing his option money only. 

If. on the other hand, he had information that the market was 
going to fall, he would deal in a put of more viz. a bear contract 
to sell 10 shares coupled with an option to put or sell the same quantity, 
viz. 10 shares. 


WORKING OF THE COVER SYSTEM 

The cover is a deposit of so much per share, or so much per cent 
given to a broker by his client with instructions to enter into either a 
bull or a bfeir transaction, with the implied condition that in case 
the market moves against the dealer and the loss swallows up the cover, 
the transaction is to be closed without the client being referred to. 
In other words, the loss is never to exceed the cover money. If, on 
the other hand, the transaction proves profitable, the client receives 
the profits, plus the cover " money. It would thus be seen that 
the cover " money is returnable with the profits, whereas the option 
money being a premium given to the jobber in consideration of his 
giving an option to buy or sell, is retained by him. 

CHECKING A BARGAIN 

After any of the bargains as dealt with above are entered into, 
the principals, viz. the brokers and the jobbers, get them entered in 
their respective books and on the next day their clerks meet in a 
spedal room on the Stock Exchange to check these bargains. The 
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clerks of various jobbers stand in this room at places selected by each, 
vvhere the clerks of fte various brokers meet them and check the 
transactions entered inte on the previous day by their masters. 

BUYING IN AND SELLING OUT 

When the* shares or slocks bought or sold on the Stock Exchange 
are not delivered within the time fixed by the Exchange committee, 
the party against whom the default is committed will have the right to 
publicly buy in, or sell out, the securities concerned through the officials 
of the Buying in and Selling out Department of the Stock Exchange 
of London. This of course is done by the purchaser or the seller 
through the broker. The committee has the power to suspend buying 
in of securities " when circumstances appear to them to make such 
suspension desirable in the general interest''. Tlie liability of inter¬ 
mediaries continues during such suspension unless otherwise determined 
by the committee. The seller may, however, apply to the comiuittee 
for an extension of time on the ground that the securities are out cf 
his control for the payment of calls or for the collection of dividends 
or. bonuses, in which case buying in shall not be done until the same 
come under the ‘control of the seller. In case of companies which 
prepare their own transfers, the securities should be bought in on the 
eleventh day from the date on which the transfers can be procured 
with all due haste. If the issuer of a ticket does not exercise the 
right of buying in within thirteen clear days from the ticket day, he 
sliall release his seller from all liability, but the holder of the ticket 
shall remain responsible to him. In other words all the intermediaries 
will be released and only the original seller shall remain responsible to 
the buyer. In the same way if a seller of securities fails to receive 
the ticket by 2-30 p.m. on the ticket-day, in order to enable him to 
complete the sale, he can sell out such securities. The difference of loss 
arising through such operation, plus Stock Exchange charges, will 
fall on the defaulting party. 

THE BOMBAY SHARE BAZAAR 

Formerly the Bombay Share Bazaar or Stock Exchange used 
meet, according to late Sir Dinshaw E. Wacha, under two or three 
shady fig trees, somewhere near the spot where the premises of the 
present Mercantile Bank of India are situated. This was apparently 
an open space or maidan during the years 1863 ^^d 1864, where share 
brokers as well as others congregated and did business in stocks, shares 
and government securities. They had no permanent abode at the 
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time. The verandah of the old Mercantile Bank of India, which was 
located exactly in front of the present Mercantile Bank of India premises, 
a site where the Central Bank Building is sitt^p^ted was also used by 
these brokers for the purposes of these meetings. Of cour# there 
were no regulations, nor an organized association existing, through 
whose medium descipline could be enforced. Any one who chose to 
do business in stocks and shares went to this market and acted as 
a broker. At this spot tliousands used to meet in those da}^ and 
enter into business of lacs of rupees. Bombay merchants made large 
fortunes at that time in fhe expiort of cotton to Lapicashire, during the 
American Civil War (1864*5). then going on, which made it impossible 
for Lancashire to procure an adequate supply of cotton from America. 

Those were the times of exceptional speculative activity in Bombay, 
and the huge sums which Bombay merchants made, were used for the 
purpose of speculation in all types of joint stock companies that were 
founded at that time. Practically no industrial organization in the 
real sense of the word then existed, and in the absence of investments 
in industrial concerns, various projects were conceived and joint stock 
companies were incoiporafed in large numberc, in spite of which the 
demand for these shares far exceeded the supply and the shares began 
to record prices loaded wifh heavy premiums. These companies were 
mostly made up of banks, financing associations and reclamation 
schemes. There were also a limited number of projects, for working 
steamer companies, cotton plantations, cotton spinning, etc. on the 
^market. Encouraged by this excited state of the market, all classes 
of adventurers came forward with fantastic projects which they crystal* 
lized in the form of joint stock companies, whose shares found a ready 
market among the excited speculators of that day. In fact history 
repeated itself here as in the case of South Sea Mania days on the 
London Stock Exchange. Similar experience followed the last Great 
War of 1914-18 and the present great war years also reflect similar 
activity in joint stock company fiotations which is causing considerable 
anxiety in responsible quarters. All classes of people, in those early 
years to the American Civil War, from the poor to* the rich, from the 
labourer to the professional man, huddled together in the share bazaar 
of the day in the scramble for securing shares of these joint stock 
companies, in the hope of soon selling them at a profit. The financial 
companies and banks formed during the excitement, as well as older 
banking institutions, lent mone}^ freely on the deposit of these shares 
as securities, with the result that when the news as to the si^mg of 
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the peace came from America, the crash that followed was terrific. 
It affected Bombay all round and resulted in a general disaster and 
ruin of the public companies formed at that time, and also of some 
substantial old institutions which got involved in the whirlpool of this 
speculative mania. Bombay is estimated to have received fifty million 
pounds in sterling of war profits from Lancashire during the year 1864 
and 1865, all of which were lost through this mad speculation instead 
of being utilized in the building up of industries of national importance. 
These events serve to give us an idea as to the excited times during 
which the foundation of the Bombay Share Bazaar was laid. It ia 
undoubtedly curious that a parallel is to be found in the history of 
the Stock Exchanges of London and New York, both of which institu¬ 
tions came into existence at a period of great speculative excitement. 
The Share Bazaar w^as removed at a later date to Apollo Street, from 
whence it was again^ removed to its present premises. Its official 
designation is, the Indian Share and Stock Brokers’ Association. For¬ 
merly, membership was open only to the natives of India, but now 
admission is thrown open to others. According to the 1929 rules, 
sanctioned by the Govemor-Generaldn-Council, " No person shall be 
eligible for membership unless (i) he is a native of India, or (2) is a 
British subject having resided in the Bombay Presidency for at least ten 
years prior to his application for membership.*’ 

SPECULATION ON THE SHARE BAZAAR 

We have already noticed above how Bombay lost the huge 
fortune made by its citizens during the American Civil War days 
(i 864>5). Curiously enough the last war (1914-19183 presented a para¬ 
llel in this connection and how similar tendency is noticed during the 
present great war. The large purchases of stores made by both the 
Imp>erial as well as the Indian Governments not only brings huge 
profits to those who secured war contracts, but the mercantile world 
in general profits through the abnormal rise in prices that this excep¬ 
tional demand brings in its train. This unfortunately seems to lead 
to wild speculation all round. Landed properties and commodities 
such as cotton are the principal media. The share bazaar also takes 
the lead. Cotton mill shares, as well as those of iron mining and 
cement companies, are generally the first to attract attention of the 
bulls who frequently form themselves into s>mdicates for this purpose, 
as well as deal individually. Quotarions go higher and higher almost 
to a limit where no sober and calculating investor would dream of 
risking his capital. New projects are brought on the market almost 
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daily in form of joint-stock companies, whose shares arc quoted at 
premiums from the v^ery inception, and in many cases the whole 
capital is underwritten by groups of financiers, who of course make 
large profits at the expense of the excited speculators. Side by side 
with responsible promoters, adventurers take the field and easily secure 
applications for shares. The old share bazaar was found to be too slow 
a place for business by these active minds and a cry was raised tor a 
new market. People, mostly young men out from the mofussil, hearing 
how rapidly money is being made in Bombay, pour into the city, 
particularly from Gujarat and Kathiawar, bringing with them whatever 
they could lay hands on from their family reserve fund, and help to 
raise the cost of living of an already overcrowded city. These years 
are those of exceptional speculation. The close of the last Great War 
{1914-18) in the year 1919 brought its usual depression which was at 
first reflected on the financial market. The prices of properties, commo¬ 
dities and shares came down rapidly, the local market was flooded 
jrith goods from European countries, the exchanges which were excep¬ 
tionally advantageous to this country slid back to pre-war margins, 
thanks to the large issue of reverse council bills. The newly-floated 
joint-stock companies began to experience difficulty in collecting calls 
and many of them were wound up. We are afraid some of these post¬ 
war experiences of the years following the last Great War will be 
repeated after we are out of the present war also. 

BOMBAY STOCK EXCHANGE ENQUIRY COMMITTEE 

These and other large losses suffered by the public naturally created 
great dissatisfaction which ultimately resulted in a resolution being 
passed in the Bombay Legislative Council on i6th October 1922. 
Pursuant to this resolution the Bombay Government appointed a com¬ 
mittee on 14th September 1923, to inquire into the constitution, govern¬ 
ment, customs, practices, rules, regulations and methods of business 
of the Bombay Stock Exchange known as the Native Share and Stock 
Brokers’ Association of Bombay. The committee by a majority (only 
one member, a lawyer, differing), made its report reviewing the whole 
position in a businesslike manner and made very practical recommenda¬ 
tions. They came to the conclusion that the rules and practice of the 
association with regard to comers were wholly unsatisfactory and that 
there should be a change in the policy here. They further stated 
that in case that w^as not done " the committee de.sire to impress on 
the Government with all the emphasis at their command, the necessity 
of prohibiting by legislative enactment all forward dealings in stock 
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and shares in the City of Bombay They further added* " Yet if 
this grave defect in the present policy and practice be once removed* 
we see no reason why the security market in Bombay should not attain 
the position among the great security markets of the world which is 
warranted by the* wealth, the enterprise, and the undoubted ability of 
the people of this great city/* In their opinion the old Rules 26, 
26k, 26kh, which gave power to the board of the Association to inter¬ 
fere and fix rates in case of a coptemplated or existing comer in any 
of the scrips dealt in on the exchange, etc. should be abolished. In 
their opinion such devices were mere palliatives and not cures. 
According to them there was one cure alone and that was that the 
short seller should, in absence of fraud, be left to pay the penalty. 
He should learn by experience the danger of selling short. That was, 
according to the committee, the practice of the. London Stock 
Exchange. The rules on the contrary encouraged the bears, as well 
as comers, giving imdue protection to the former. The committee's 
further suggestions were directed towards showing in what direction 
various rules could be introduced, or modified, particularly in connec¬ 
tion with powers of the committee of management, holidays, closing 
of the Exchange for settlement, clerks authorised and unauthorised, 
margins, marking of bargains, etc., many of which have been since 
incorporated in the rules of the Exchange, 

The Bombay Securities Contracts Contrdl Act, 1925 

As a sequel to the Stock Exchange Inquiry Committee's recom¬ 
mendations, the Government of Bombay ultimately passed in the 
Bombay Legislative Council an Act entitled the Bombay Securities 
Contracts Control Act, 1925, applying to the whole of the Presidency 
of Bombay, under which it is now open to any Stock Exchange to 
apply to the Govemor-in-Council to be recognised and when so recog¬ 
nised make rules subject to the sanction of the same authority as to 
the government of the exchange, powers and duties of the governing 
body, fixing of the scale of charges, making, settling and closing 6f 
bargains, exercise of emergency powers in case of comers, regulation 
of dealings* by members for their own acCbunt, and settlement of 
disputes arising between members and the punishment of defaulting 
members. Every contract for the purchase and sale of securities, other 
than a ready delivery contract, entered into after this Act shall be 
void, unless the same is made subject to, and in accordance with, the 
above referred to rules, and that, too, between members or through 
members of a recognised Stock Exchange. In case of such void con- 
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tracts no claim for commission, brokerage, fee or reward, shall be 
allowed in any Civil Court. The word securities here include 
shares, stock, bonds, debentures, and any other like securities. 

MORISON COMMITTEE REPORT 

A further Stock Exchange Enquiry Committee popularly called 
the Morison Committee, was appointed in Novemb^ 1936 by the 
Government of Bombay to examme and report on the organization 
and methods of working of the Native Share and Stock Brokers' Asso¬ 
ciation of Bombay, and to consider whether any modifications were 
desirable in the interest of the investing public and to make recom¬ 
mendations. The committee published its report in March 1937. The 
Committee recommended the power to suspend the ** buying in " rule 
with the previous consent of the Government and that there should 
also be a similar power, without the consent of the Government, 1,to 
suspend ‘‘short selling", to close the market for 24 hours and to 
keep it closed for any longer period with only the consent of the 
Government. 

With reference to defaulters the committee reconunended that the 
practice of the Stock Exchange to compromise in case of defaulters 
was to be condemned ; and recommended that the same should be 
prohibited. In their opinion this intervention of the board with a view 
to compromising with the defaulter was responsible in no small measure 
for the existence of unhealthy speculation and over-trading on the 
Bombay market. In their opinion when principals began to realise 
that the board had no longer the power to intervene between them 
and the consequences of their actions, in sheer self-preservation, they 
would discard recklessness and conduct their business on more cautious 
and constructive lines. They also p)ointed out that under the regula¬ 
tions that existed at the time, a member was liable to be declared a 
defaulter only if he failed to fulfil his obligation to a fellow member ; 
but that he was not liable to be declared as such in case of his 
engagements arising out of a contract made subject to the rules of 
the Association with a non-member. They, therefore, suggested that 
the present rule should be modified with a view to bringing this failure 
also within the purview of a default, and the member should be 
declared as a defaulter for this transaction also. It was again pointed 
out that under the present conditions, a defaulter's property outside 
the Stock Exchange was not made available to the defaulters com- 
mittee for the benefit of his creditors, and suggested that as in 
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London, it should be made a condition of ihemfi^ership and that in* 
the event of a membep being declared a defaulter he shall sign a deed 
of assignment in a prescribed form in favour of the defaulters com¬ 
mittee. They further suggested that if the member's default was 
brought about, or had been contributed to, by speculation on his 
own account, he should not be re-admitted under any circumstances. 
They further recommended that a defaulter who had paid ten annas 
in the rupee may be eligible for re-admission if the board is satisfied 
that his cOhduct in other respects gives rise to no cause for coniplaint. 
Generally it was recommended that the board should have powers 
similar to those possessed by the committee of the London Stock 
Exchange as to the re-admission of a defaulter whose conduct on 
examination was found to be irreproachable, and whose failure is 
proved to be entirely, or in the main, due to misfortunes, even if 
such defaulter has paid in only a portion of his liabilities. The com¬ 
mittee further recommended that a remarkable system of margin 
deposits should be instituted immediately, and that a minimum scale 
of brokerage should be established and enforced, and that in case of 
large business, concessional scales may be provided for in connection 
with brokerage. In order to prevent brokers from charging unduly 
high commission the committee recommended that the contracts on 
the basis of principal to principal between the broker and his client 
should be proscribed, and that only the agency contract showing clearly 
the amount of brokerage charged should be made compulsory. They 
also suggest that blank transfers should be made a bad delivery. 

RULES OF THE BOMBAY STOCK EXCHANGE 

We shall now proceed to deal with the Bombay Stock Exchange 
in brief. Besides the qualification as to nationality above referred to, 
the candidate for membership should not be a bankrupt, engaged as 
principal or employee in any business other than that of a stock or 
share or security broker, or member of some other association similar 
to the Stock Exchange in Bombay. The candidate, of course, has to 
be recommended by two members of not Jess than five years’ standing, 
neither of them being a member of the board of directors. Such a 
candidate shall, on admission, deposit a sum of Rs. 20,000 in cash 
or in approved securities Deposits of cash shall be lodged In a bank 
approved by the candidate in the names of the tnistees of the asso¬ 
ciation, to be held by them for and on behalf of the board at the 
risk of the member on whose behalf the deposit is made Securities 
shall be transferred to the names of the trustees of the association U> 
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be also held by them for and qn behalf of the board at the risk of 
the member granbng the transfer. 

The value of the security must be maintained at the figure ot 
Rs. 20,000. If the member wishes to withdraw any security provided 
by him, he can do so by substituting other security of the same value 
with the consent of the board. These securities are subject to a lien 
for the due fulfilment of the engagements, obhgations and liabilities of 
the member providing the security, or of the partnership of which he 
may be a member arising out of any contracts made subject to the 
rules of the association. The^e securities may be returned to the 
member on termination of his membership or on his ceasing to do 
forward busiiiess on the Exchange. The candidate should either obtain 
a nomination in place of a member willing to resign in his favour, or 
must apply against a card in the hands of the board of directors. A 
member may, by resigning, nominate his son, grandson or brother if 
otherwise eligible and on the same footing a member of not less than 
twenty-five years' standing, or when fifty-five years old and of not 
less than ten years' standing, may nominate any person otherwise 
eligible. The legal personal representative of a deceased member may 
either nominate one of their number or any other eligible person as a. 
candidate for membership. The election is by ballot and shall be 
carried by a majority of not |ess than three-fourths of the members 
present, at a meeting of the board of directors at which not less than 
one-hdlf of all the members of the board shall be present. The 
entrance fee payable by a member other than one who was nominated 
is Rs. 30,000, and the annual subscription is only Rs. 5. The entrance 
fee shall be the property of the association. 

The board has disciplinary powers of expulsion for unworthy con¬ 
duct, -conviction for criminal offences, fraudulent conduct, disobe¬ 
dience to the lawful resolution of the boards breach of rule, etc. A 
member of the board having an indirect or direct interest in a syndi¬ 
cate bear or bull, except as a broker is also liable to be expelled 
from the board. The board has the power to expel any member of 
the association elected on or after ist March 1926 who, subsequent 
to his admission as principal or employee in any business other than 
that of stock, shares and like securities or of general financial broker, 
joins or becomes a member of or subscriber to, shareholder or deben¬ 
ture holder of any association, company or corporation in India where 
dealings in shares and like securities are ctrried on. This is subject 
to the proviso that a member of seven years' standing may deposit 
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his card with the boards and oo his so depositing the card« the board 
may permit him. for reasons to be recorded in writing, to engage as 
principal or employee in any business other than that of stock, shares 
and other like securities. In this case, five or more members of the 
association or their employees making any bid or offer, or entering 
into a contract or transaction in stocks, shares and like securities before, 
during or after business hours or during holidays at any place other 
than the fioor of the association are to be deemed to be members of 
an association other than the Stock Exchange. In case of expulsion 
of a member the resolution must be passed by a majority of three- 
fourths of the members present at a meeting of the board specially 
summoned for the purpose, at which not less than half of all the 
members of the board are present, and the said resolution must be 
confirmed by a majority of the board present at a subsequent meeting 
of the said board specially summoned. On the same principle a 
member of the board may be removed from the board if in the 
opinion of the board he was guilty of improper conduct. This resolu¬ 
tion must be passed by a majority of three-fourths of the members 
present at a meeting of the board specially convened for the purpose 
at which meeting not less than half of all the members of the said 
board must be present. In this connection it is laid down that the 
board shall be the sole judge of improper conduct within the meaning 
of the rule. In addition to that the board has the power to remove 
by a resolution from the membership of the board any member of 
the board who has a direct or indirect interest except that of brokerage, 
in any bull or bear, syndicate or combination formed to rig or depress 
the market, or who. being a par partner or sUb-partner in such syndi¬ 
cate or managing; the business of the same, or, being a responsible 
representative of such syndicate, does not forthwith tender his resig¬ 
nation as a member of the said board. The board is given the 
absolute power of deciding whether the member of the board has any 
such interest in the syndicate. The board, of course, may, at its own 
motion reconsider its resolution on its own motion, and may cancel, 
revoke or modify same. This resolution must also be passed by three- 
fourths of the members present at a meeting of the board specially 
convened at which not less than half of all the members of the board 
must be present, and which is confirmed by a majority of members of 
the board at a specially convened subsequent melting. No action or 
proceedings can be ma'ntained under any circumstances by the members 
so expelled or suspended against the association or the, board or any 
member thereof, or any ofiBcer or servant of the association for the. 
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publication or circulation of such notification. Such expulsion or sus¬ 
pension of the member does not affect the righ^ of the creditors. 

The board of directors is also empowered by resolution to impose 
any fine, or penalty, upon a member for any breach of regulation. 
This decision of the board may be, by its own motion, reconsidered if 
it so desires, or a written requisition from fifty-one members of the 
association may also put them in motion on the question of reconsidera¬ 
tion. The reconsideration resolution must be passed by a majority 
of three-fourths of the members present at a meeting of the board at 
which not less than half of the total number shall be present. 

Card or Right of Membership 

The membership right as indicated by the card is entirely a personal 
right, according to the rules of the association, and it is not to be 
deemed as part of the property or estate and effects of such member. 
The member is prohibited from assigning, transferring, pledging, hypo¬ 
thecating or charging his card, or right of membership, to any one 
else under the pain of being expelled for such acts. On the adjudication 
in insolvency of a member his card lapses with his membership, and 
all rights and privileges connected with it vest in the association. 
The same result follows in case of expulsion of a member. The board 
of directors have a complete right to deal with, or dispose of, the card 
as they think fit. In case of sale of the card, the proceeds thereof 
have in the first place to be applied in satisfaction of the liability of 
the member concerned, to other members of the association, in respect 
of transactions made subject to the rules of the association and the 
balance has to be paid into the funds of the association. If the 
balance has to be applied in any other manner it can only be done 
with the sanction of a resolution passed at a general meeting of the 
members. 


Partnerships on the Share Bazaar 

Two or more members or a member and his father, sons, brothers 
or’ brothers' sons intending to carry on business in the firm's name 
must give notice in writing to the board of directors and get the 
necessary permission. The board may refuse to allow any such 
partnership if it fs of opinion that any member of the said 
partnership is unfit to be a partner. The association keeps a 
register of such partners containing the names of individual partners 
in each firm. Except the above, partnerships with non- members 



The Stock E:aihmgeg 489 

and expelled members is strictly forbidden. All members oi the 
association who are members of a firm which is guilty of any act 
or omission which, if done by an individual member of the association 
would render any such member hable to expulsion, suspension or 
any penalty, shall be liable to be expelled, suspended or penalised 
as the case may be. A member cannot conduct business under a 
firm name unless he has at least one partner and a member who is a sur-» 
viving partner of an existing firm or continue business in the name of the 
same firm. A member who is not a member of a firm or partnership 
cannot cany on business in any name other than his own name. All 
members must state in all correspondence relating to the transaction 
of business subject to the rules of the association, and 
all contract notes, the names of the firm if any and the names of 
partners of the said firm. The board reserves the power to refuse to 
dlow a firm to cany on the business under a name which they consider 
misleading. 


Authorised Qerks 

There are authorised clerks on our Stock Exchange just as in 
the case of the London Stock Exchange, and a member is permitted to 
employ not more than four such clerks who are not members of the 
association. A partnership firm of two or more members is permitted 
to employ seven authorised clerks. The authorised clerks are permitted 
to make bargains on behalf of their employer in the employer's name 
and the members are liable for all bargains made by these clerks on 
their behalf. The association keeps a register of such authorised 
clerks where notice of authorisation, termination and withdrawal are 
entered. Authorised clerks have to wear a special badge supplied by 
the association. An annual fee of Rs. lOO or higher as may be 
fixed by the board from time to time has to be paid for such authoriseii 
clerk who is not a member. 

Unaoriiorised Qetki 

Unauthorised clerks are not entitled to admission to the market 
in Bombay. 


General Powers of the Board 

The general powers of the board as laid down by Rule go of the 
Stock Exchange are as follows:— 

^ (a) The management ol the business and the control of the association, 

and the management and oontrol of the properties and funds of the assoda^ 
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tion and of its income and expenditure shall, subject to the rulee of (be 
association, vest in the board which in addition to the powers and authorities 
expressly conferred by any rule for the time being in force, may exercise all 
such powers and do all such acts and things as may be exercised or done by 
the association in general meeting assembled and which are not expressly 
required to he so exercised and done, and more particularly and without 
prejudice to any power or authority generally or e^^^ressly conferred by 
any rule for the time being in force, the said board is specially authorised 
subject to any rule for the time being in force, to do any of the following 
acts or things or exercise any of the following authorities or powers, namely : — 

Btokeiage 

(1) to make and from time to time alter the scale of charges for 
brokerage on all transactions for the sale and purchase of stock, shares and 
like securities and to fix the unit of dealings in such securities ; 

Disputes 

(2) to decide all questions and disputes affecting members in makingt 
settling or closing of bargains and in their conduct towards each other or 
towards third parties and to punish stjudi members as may be found guilty : 

IMsposal of Immovable Properties 

(3) to sell, develop, lease, mortgage, dispose of or otherwise deal with 
the immovable properties of the association with the consent of all or 
the majority of the members of the association given at a meeting ^pedally 
convened for the purpose; 

Expenses and Disposal of Funds 

(4) to make payments or disbursements out of the funds or other 
movable property of the association or otherwise duq>ose oi or deal with 
an or any part of such funds or property ; 

Provided that any payment, disbursement, disposal of or dealing with 
such fonda or property for— 

(i) expensm other than the current expenses for carrying on the husi* 
ness of the association, or 

(U) contribution or payment towards a charitaUe or public purpose, 
shall not be made except with the consent of the majority of 
members of the association present at an extraordinary general 
meeting specially called for the purpose at which not less than one 
hundred members are present, 

lidgatioii 

(5) to (XHumence, prosecute and defend all such actions, suits, and pro¬ 
ceedings, civil or criminal, as the said board may consider necessary and 
ttte same to compromise or to submit to arbitration and to make, give, sign 
aiild execute all documents in that behalf; 

(6) to issue from time to time orders— 

(i) closing the market for reasons to be recorded on days other than 
or in addition to the holidays under the Stock Exchange nilee; 
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provided ttut soeb eloaiiig chall be effective lor 2i boim <aily and 
for any further period shall be effective with the previous consent 
of Government; 

(ii) fixing 12 account days, days for buying-in amj selling-out» days 
and hours for the payment of differences, and for the delivery 
of any p^iyment for securities for the ensuing year; 

Provided that the days so fixed for the various purposes may be altered 
by the board for sufficient reasons to be recorded in writing, Government 
being informed of such alteration within 24 hours; 

Permission to Deal 

(iii) granting or refusing special settlements or admission tO dealings 
in the market either for ready delivery or for the settlement or 
permission for dealings in new issues; 

Provided that the president shall ‘ be entitled to exercise any or all of 
the powers exercisable by the board tmder Stock Exchange rules whenever 
he is of the opinion that immediate action is necessary, subject to his action 
being confirmed by the board within 24 hours * 

Resolution of the Board not to be Rescinded by Assodation 

It s h al l not be competent to the association to rescind, alter or vary any 
resolution passed by the board under the powers or authority conferred upon 
the said board by the provisions of this rule or under any other rule for 
‘.he time being in force, and all such resolutions shall, wheti they cc»ne into 
force, be deemed valid and binding upon all members, 

Leave 

The board may give any member thereof leave of absence for a period 
not exceeding four months and the said board may by a resolution appoint 
any member of the association eligible to be elected a member of the 
board in the place of such member for the duration of his leave. 

Decision by Majority—Members Interested not to Vote 

Any question before the board or any sub-committee shall be decided 
by the votes of the majority of the mexnbers present at a meeting unless 
a specified majority is required by any rule for the time being, in force 
but no member of the said board or sub-committee shall be competent to 
vote on any question in which he is personally interested. The chairman 
of the meeting shall be the final judge of whether any such member is ao 
interested within the meaning of this rule. 

Resolution by Circular 

A resolution in writing approved by not less than three-fourths of the 
total number of the members of the board present in Bombay, unless a 
special majority is otherwise required by any rule for the time being in 
force, shall be as valid and Active as if it had been passed at a meeting of 
the board duly called and constituted. 
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Business Organization 
Outside Brokers and Reoiiskrs 

The members of the Stock Exchange are not permitted to transact 
business as principal or act as brokers for a non-member in the purchase 
or sale of securities,- if such a member acts as a broker within a 
distance of 50 miles from Bombay for others and^ passes his own 
contracts or advertises his business or issues printed lists or circulars 
respecting such business. There is, however, no objection to a member 
sharing his brokerage witii any stock or share broker who does not 
cany on Stock Exchange business within a distance of 50 miles from 
Bombay .and who does not advertise in the public or in any other 
manner the price for sucli business and who does not issue 
circulars respecting such business to others than his own constituents. 
In sharing the brokerage the member must retain not less than 60 
per cent of the brokerage. A member can employ remisiers, commonly 
called *'sub-brokersfor the purpose of Stock Exchange business, 
and remunerate such remisiers with a share not exceeding 40 per 
cent of the usual cominission charged by him. For employment of 
such remisiers, permission must be obtained by applying to the board, 
and he permission is given in case the remisier gives an undertaking 
that he shall, on registration, forthwith sever his connection with, as 
a principal or employee, any business other than that of dealings in 
shares and securities. In case the remisier is connected with some 
other broker as such, a clearance certificate from the former employer 
must be obtained, in which certificate it must be stated that the remisier 
left clear of all debts and outstanding liabilities, and that his conduct 
while in that employment was satisfactory. The remisiers are regis* 
tered in a special register kept for the purpose and must act for one 
member only. The remisier must not share Ms brokerage directly 
or indirectly with Ms constituent or sub-agent, or he will be forthwith 
removed from Jhe register, neither shall he advertise nor issue price¬ 
lists or circulars. A remisier must be an individual or a firm. A 
remisier on registration must deposit with the association a sum of 
Rs. 5,000 in cash or in approved securities or bank deposit. In 
some cases the board may accept a deposit of Rs. 3,00a on condition 
that the balance is to be paid in equal instalments within two 5^earft 
from the date of registration. A remisier will be entitled to admission 
ta the market on payment of an annual fee of Rs. 100 in advance 
or such higher fee as may be prescribed from time to time, but he* 
shall not make any bargain in Ms own name or on behalf of his 
cm^oyer. A remisier shall, in absence of an agreecnent in writing 
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to the contrary, be deemed to have agreed to give a full and complete 
indemnity to the member with whom he is working for any loss which 
such member may incur by the failure of the constituents introduced 
by such remisier to fulfil their obligations. 

BUYING-IN AND SELLING-OUT 


In Open Market 

Buying-in and selling-out must be effected by the secretary of the aaso* 
elation in the open market during the official business hours save as Other¬ 
wise piovided in these rules. Only members may make a bid or offer. The 
chfiges for buying-in and selling-out shall be half of those authorised by 
Appendix G. 

When Securities may be Bought-in or Sold-out 

Securities (including new issues) may be bought-in or sold-out on 
failure to comply with any rule of tlie association applicable to delivery or 
payment or on any failure to carry out any special conditions subject to which 
bargain for ready delivery was made. 

Until 15 Days 

Buying-in or selling-out may be effected on the day following failure 
to make payment or give delivery of transfer or securities in accordance with 
the rules or on any day thereafter not later than the fifteenth day after such 
failure. 

Forfeiture of Right 

The parties to a transaction will forfeit all right of recourse against each 
other if the buying-in or selling-out is not effected within die period pre¬ 
scribed by this rule, unless it shall appear that one of the parties has not 
exercised his right on the written request of the other. 

Delay in Buying-in or Seiling-out 

If the buying-in or selling-out is not effected within the period prescribed 
in this rule and if the member buys-in or sells-out at a later date and 
satisfies the arbitration committee that it was impracticable to buy-ln or 
sell-out earlier than he did, the arbitration committee may allow damages 
on the fboting of the rates at which the securities were brought-ln or sold- 
out or at such other rates as the arbitration committee may determine. 

Buying-in and Sclling-out when Forbidden 

The shares of a company shall not be bought-in or sold-out while iU 
transfer books are closed for payment of dividend’ or bonus or the receipt 
of calls or for any other reasons. The provisions of this rule shall not 
apply to the buying-in or selling-out effected by the association in the coune 
of clearance tl.rough the Clearing House. 
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Notice of Buying-ih and Selling-out 

Notice in writing signed by the secretary of the association of the>inten- 
tion to buy-in or sell-out securities m\ist-be delivered at the office of the 
member in default and if such notice be not so delivered, the buyer or the 
seller as the case may be shall not be entitled to buy-in or sell-out dr claim 
damages. The provisions of this rule shall not apply to the buying-in or 
selling-out effected by the association in the course of clearance through 
the Clearing House. 

Tender by Seller before Notice 

The buyer must accept and pay for the securities at any time prior 
to the actual exercise of his right to buy-in. 

Tender by Seller after Notice 

If the buyer has issued notice of his intention to buy-in securities for 
default in delivery and if the seller before the securities have been bought* 
in makes a proper tender of such, securities, the buyer must accept and 
pay for such securities. 

Tender by Buyer before Notice 

The seller must accept payment and deliver securities at any time prior 
to the actual exercise by him of his right to sell-out. 

Tender by Buyer after Notice 

If a seller has issued notice of his intention to sell-out securities for 
default in payment and if the buyer tenders payment before the securities 
are sold-out, the seller must deliver the securities and accept payment 

Securities Bought-in but Undelivered 

Securities bought-in and not delivered on the next business day may 
be again bought-in for immediate delivery without further notice and any 
loss shall be paid by the member causing such further buying-in. 

Securities Sold-out and not Paid for 

Securities sold-out and not paid for the next business day may be again 
sold-out for immediate payment without further notice and any loss shall 
be paid by the member causing such further selling-out 

Bid by Buyer or Seller Barred 

A member for whose account the buying-in or selling-out is effected 
shall not be permitted to make a bid or offer. 

Notice of Damages 

A member buying-in or selling-out securities must within two dajrs of 
the buying-in or selling-out give notice of the same to the member in 
default and claim damages, if any, arising therefrom. The member on 
whose account the buying-in or selling-out is effected shall notwithstanding 
Jiat he is in default be entitled to the difference or profit which may arise 
by the buying-in or selling-out on his account, as the case may be. 
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(btus of Btmness 

Hie brokers* haD is open to members on every business day at 10 a.m. 
and remains open till 6 p.ra. except on Saturday when it remains open till 
4 psa. The hours of business are as follows: — 


Stocks and Shares other than GovERimENT Securities 


Forward business 
Ready Delivery business 


12 to 2 pjn. on every business day. 



12 to 5 pjn. from Monday to Friday, 
12 to 2 p.m. on Saturday. 


Government Securities 


Ready Delivery and Forward 
Dealings 



11-30 a.m. to 5 pjn. from Monday to 
Friday. 

11-30 ajn. to 2 pjn, on Saturday. 


Opening and Closing of Market 

The opening and closing of the hours of forward trusmess shall be 
annoiinced by the ringing of a bell and a warning bell shall be rung fifteen 
minutes before the closing. 


Business in Certain Hours Forbidden 

No bargain shall be made before or after the hours fixed for business 
in accordance with the provisions of Rule 219 and a member who shall make 
any bid or offer or enter into any contract or transaction within ,or without 
the market contrary to the provisions of this rule or on Sundays or holidays 
may be suspended or fined by a resolution of the board. 

Extending' or Curtailing Business Hours 

The board may by a resolution extend or curtail or alter the business 
flours on any particular day, provided that if it be not possible to hold a 
meeting of the said board, the president of the association may exercise the 
power conferred upon the said board by this rule. 

Ban on Short Sdling 

In a crisis or emergency, or when it is obvious to the board that a crisis 
is at hand or that a fair or normal market may not exist, and the board 
is satisfied that a temporary suspension of short selling is in the public 
interest, the board shall prohibit short selling in any security, provided that 
such suspension shall be effective for 24 hours only and that for any longer 
period shall be effective with the previous consent of Government. 

A resolution for this purpose must be carried by the votes of at least 
nine members of the board present at a meeting specially summoned and 
CMisifiung of not less than twelve members. If within fifteen minutes of the 
time fixed for the meeting twelve members of the board are not present the 
members present shall co-opt members as provided in Rule 83Cb). 
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CONDITIONS OF ADMITTING SHARES AND 
SECURITIES OF COMPANIES TO DEALINGS 

The following are the rules of our Bombay Stock Exchange for 
admitting dealings in shares and securities of new companies: — 

The board may not allow dealings in shares or securities of a company 
unless : — 

Transfer Books open for Registration 

(1) The company notifies the association that its transfer books have 
been opened for registration. 

Notice to Company of Settlement Days 

(2) The company agrees not to close its transfer books on such days as 
may be inconvenient to the association, for the purpose of settlement of 
transactions and of which three months’ notice shall have been given by the 
association to the company. 

Articles of Association 

(3) The Articles of Association contain the following provisions: — 

(i) that none of the funds of the company shall be employed in the 
purchase of or in loan upon the security of its own shares; 

(ii) that the borrowing powers of the board of the company’s directors 
are limited to a reasonable amoxmt not exceeding the issued capital; 

(iii) that the non-forfeiture of dividends is secured ; 

(iv) that a common fonn Of transfer shall be used and there shall not 
be any restriction on the transfer of fully paid shares; 

(v) that fully paid shares shall be free from all lien and in the case of 
contributory shares the company tnay have a lien only for all moneys 
called or payable at a fixed time in respect of such shares; 

(vi) that the company in general meeting shall have power by extra¬ 
ordinary resolution to remove any director before the expiration of 
his period of office. 

Note.— The board will take exception to any provision contained in the 

articles of association which may, in any way, restrict free dealings in the 

shares or which may, in the opinion of the said board, be unreasonable in 
the case of a public company. 

Fair Allotment 

(4) (i) At least 50 per cent of the issue, whether such issue be the whole 
or part of the authorised capital, shall have been offered to the public in 
equal proportion as to class or kind and allotted fairly and unconditionally. 
For the purpose of this rule, vendor’s shares or securities shall not be con¬ 
sidered to form part of such public allotment; 

(ii) The company shall satisfy the board that It invited applications for 
at least 50 per cent of the shares or securities issued for a period of not 

less than three days, that the public did not apply for 50 per cent of the 
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number of shares or securities issued, and that in consequence less than 50 
per cent of such shares or securities were allotted to the pul^c. 

Dealings in Bonus Shares 

(iii) Dealings shall be allowed in shares or securities which have been 
issued by an existing company already admitted to dealings and which has 
given such shares or securities as bonus to its own shareholders; and the 
provisions of this rule prescribing the allotment of a proportion of shares or 
securities to the public shall not apply to such shares or securities, provided 
that the bonus shares are identical in all respects with the existing shares. 

Registration 

(5) The company shall have been registered under the Indian Companies 
Act and its prospectus shall have been filed with the registrar of joint stock 
companies in India and a copy of the prospectus thus filed shall have been 
advertised in newspapers published in Bombay save as provided under 
Rule 230(5). 

Prospectus 

<6) The public subscription list shall have been kept open for at least 
three days. 

Information 

C7) The following documents and particulars shall be sent to the asso^ 
nation by the company, namely articles of association, and in the case of 
a debenture issued a copy of the trust deed, certified copies of agreement 
relating to issue of shares, credited as fully paid, of all material contract^ 
agreements, concessions and other similar documents, the number of shares 
allotted to vendors and their distinctive numbers, the number of shares 
offered to the public, distinctive numbers of shares for which permission 
to deal is applied for, the number of shares applied for by the public and 
the number of shares allotted to the public unconditionally pursuant to such 
applications and the proportion of the allotment, the list of allottees and 
the largest number of shares applied for by and allotted to any one applicant^ 
where the whole of the capital has not been issued at the time when shares 
are offered for subscription, the company shall state whether the unissued 
shares'are vendor’s shares or are held in reserve Sot future issue. The 
company shall, on request, submit its allotment sheets to the association 
for inspectioiL 

Undertakings 

Dealings in shares or securities of a company shall not be permitted 
uidess the company shall have undertaken under its seal— 

Splitting of Share Certificates 

ri) to split share certificates, letters of allotment, and if a “Bi^fs** 
issued to ^lit letters of ri^ts, into smaller denominations in the same name 
and to have any such “flits’* certified by an official of tiie company« ^ 
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I«uc of Certificates 

(2) to issue the definite certificates within one month of the date of 
the lodgment of the transfer and to issue balance certificates, if required, 
within the same period ; 

Declaration of Dividend 

(3) to advise the association by letter of all dividends recommended or 
declared immediately a meeting of the board has been held to fix the same; 

Change of Business 

(4) to notify the association promptly of any material change in the 
general character or nature of its business; 

Changes in Directorate 

(5) to notify the association of any changes in the directorate by death, 
resignation, removal or otherwise; 

Reports and Financial Statements 

(6) to forward to the association copies of statutory and annual reports 
and audited accounts ks soon as issued; 

Resolutions 

(7) to forward to the association copies of all notices sent to the 
shareholders and to file with the association certified copies of resolutions 
of the company as soon os such resolutions have become effective; 

Increase of Capital 

(8) to notify the association promptly in the event of the re-issue of 
forfeited shares or securities or the issue of shares or securities held in 
reserve for future issue or the issue or creation in any form or manner, of 
new shares or securities or of any other rights, privileges or benefits to 
subscribe to—and to give the shareholders reasonable time within which 
to record their interests and to exercise their rights, and to issue in the 
first instance all such shares or securities or rights, pro rata to the existing 
shareholders in the form to be approved by the board of the association 
and to give to the association at least fifteen days’ notice in advance of 
the closrag of the transfer books for the purpose ; and 

Listing of Additional Securities 

(9) to make an application to the association for the listing of any 
new issues of shares or securities except as provided in Rule 229(4) (tit) 
Such additional shares or securities shall not be a good delivery until such 
furdier issues have been admitted to dealings 

Register in British India 

On the application of a member the board may grant permission to deal 
in shares and securities of companies which are admitted to dealings on 
any Stock Exchange provided the companies have or will undertake to 
provtds a register in British India 
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In connection with forward dealings in shares of companies the 
following are the rules of our Bombay Stock Exchange: — 

Conditions of Admission to Forward Dealings 

The board in their discretion, have power to admit the shares oi "uiy 
particular company (except the Shares oi a bank) to dealings for the account 
and settlement subject to the following conditions;— 

(1) the company undertakes to maintain an office in British lnd|a lor 
registering the shares in the name of the transferee and to use the common 
form of transfer; # 

(2) all the shares are fully paid up; 

(2) the com|iany shall have been incorporated for not less than three 
years preceding the application for admission imder this rule; or is a 
merger of companies, all of which shall have been incorporated for not leas 
than three years previous to the date of merger 

( 4 ) the company undertakes to split up Its share certificates in the lots 
required by a shareholder who holds a certificate for a larger number of 
shares ; 

( 3 ) the company undertakes to close its transfer books on such day! 
as may be convenient to the association for the purpose of settlement and 
on the days of which the company shall have had three months’ notice; 

(6) the company agrees to pay an annual fee of Rs. 14)00 in roq>ect 
of the clearing charges^ if required. 

Rcsotudon Admitting to Forward Dealings 

A resolution of the board admitting the shares of company to the account 
and settlement must be passed by a majority of two-thii^ of the members 
present at a meeting of the said board specially summoned and at which 
not less than three^fourtbs of the total number of the members shall have 
been present 

Withdrawal of Pennisston to Deal 

The board may by a resolution passed by a majority of three*-fourths 
of the members present at a meeting specially summoned at which not less 
t han three^fourChs of the total number of the members of the said board 
shall have been present after one month’s notice in writing has been served 
upon the company, for reasons to be recorded in the minutes of the said 
board, remove such share either from the list of shares admitted to ready 
delivery or forward dealings or from both as the case may be. 

4 Stock Exchange Clearing House 

Our Bombay Stock Exchange has in roduced for some time a 
Clearing House for the fcicility of their own members for clearing 
contracts be ween them and for delivering securit es to and receiving 
securities from fellow members and for receiving and paying amount 
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payable to by them. The rules with regard to this Clearing House 
are as follows!— 

Function of Clearing House 

There shall be a Clearing House under the control of the board which 
shall act as the common agent of the member.^, for clearing contracts between 
the members and for delivering securities to and receiving securities from 
the members and for receiving or paying any amounts payable to or payable 
by sudi members in connection with any of the contracts and to do all 
necessary or proper to carry out the foregoing purposes. 

Liability of Clearing House 

The Clearing House shall not be deemed to guarantee the title, genuine* 
ness or regularity of any security transfer or other document passing throug^i 
the Clearing House> and the only obligation of the Clearing House in this 
matter shall be to facilitate the delivery of securities, transfers and other 
documents between selling members and purchasing members. 

Members Only 

Members only shall be entitled to dear or settle contracts through the 
Clearing House. 

Delivery and Payments through Banks 

The Clearing House shall maintain a list of banks, trust companies and 
other firms approved by the board who may act for members and their 
constituents in giving and taking delivery of securities, transfers and other 
documents and in making and accepting payment for the same at the making* 
up price. The said board may from time to time add names to such list 
and remove names therefrom. 

Forms 

Securities to be delivered or received through banks, trust companies 
or other firms approved by the board, shall be entered in forms (Forms 
Nos. IV and V) specially provided for this purpose. 

Banks and Making-up Price 

If so advised by members, the Clearing House shall make payments to 
banks, trust companies or other firms approved by the board, at a price lower 
than or accept payments from them at a price higher than the maklng-up 
price fixed by the board. 

Clearing House Number 

A member shall be allotted a number which must appear on all forms 
used by the member in connection with the operations of ie Clearing House. 

Memberis Clerks 

A member may nominate two clerks who shall be competent to sign 
in the name of such member all vouchers, claim noteo and other doci^ments 
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and generally to transact on his behalf all such business as Is necessary 
to be transacted in connection with the operations of the Clearing House. 

Specimen Signature 

A member shall file with the Clearing House specimens of his own 
signature and of those of the clerks whom he has nominated to represent him. 

Attendance at Clearing House 

A member who has to give or take delivery of securities or to make 
or accept payments shall either attend personally in the Clearing House 
or be represented by clerk nominated tmder Rule 262 at the proper time 
and no member shall be entitled to demand delivery of securities or payment 
outside the Clearing House. 

Charges for Clearing 

The charges for transactions settled through the Clearing House shall 
be in accordance with the scale prescribed from time to time by the members 
in general meeting. 

Settlement of Accounts 

The Clearing House shall render bills for their charges and fines payable 
by members on account of the business for any settlement as soon after the 
final settlement as may be practicable and the Clearing House shall debit 
the amount so payable by members to their accounts. All such bills shall 
be paid not later than the last day of the month in which they are rendered. 

Forms to be Prescribed 

The clearing lists, balance sheets, delivery forms, claim not^, vouchers 
and other documents used for the purpose of the Clearing House shall be . 
in such form as the boax:d may from time to time prescribe and shall be 
signed by a member or his clerk nominated to represent him. 

Chargos for Forms 

The said board shall from time to time prescribe the charges for the 
necessary forms to be supplied by the Clearing House. 

Forms 

The board shall have the^ power from time to time to fix or alter the 
rime prescribed for the lodging of forms and for the taking and giving 
delivery of securities. 

Notices and Circulars 

All members shall comply with the directions given by the board in 
all notices and 'circulars issued by the said board in connection with the 
operations of the Clearing House. ? . 

Penalty for Negligence 

) The said board may impose upon any member a penalty not exceeding 
tupees fifteen in every case of &ilure by any member to comply with say 
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such direction or for any error or omission or illegible entry in filling up 
any such form or other document required by the Clearing House in the 
course of its operations or for any delay in submitting any such form or 
document to the Clearing House. 

Which Securities to be Cleared . 

The board may from time to time specify the securities which shall 
be cleared through the Clearing House and deliveries and payments in all 
forward bargains in such securities must "be made through the Clearing House ; 

Provided that any member, who holds for account of his different 
constituents contracts both for sale and purchase in the same settlement that 
each other, shall be entitled to offset such contracts and in that case 
he shall be entitled to give and take delivery outside the Clearing House. 

Prohibition of Certain Bargains 

No forward bargains in securities not so specified shall be permitted 
tn the market. 

All Bargains Cleared through Clearing House 

A member shall clear and settle tiirough the Clearing House all forward 
bargains in such securities to which he may be a party unless otherwise 
stipulated at the time of the contract or it is otherwise agreed by the parties 
to the contract 

Release of Intermediaries 

If a member elect to deliver the securities outside the Clearing House 
members making and accepting such delivery shall release aH intermediate 
parties from all liabilities. The deliverer shall alone remain resuonsible to 
the receiver. 

Rules form Part of Contracts 

The rules of the Clearing House from time to time in force subject to 
the Bombay Securities Control Act, 1925, and notices and directions which 
the board may from time to time issue thereunder or under any OEther 
rule for the time being in force and publish on the notice board, shall be 
a part of the terms and conditions of every contract which is cleared or 
settled through the Clearing House. Such contracts shaB sdso be subjed 
to the powers of the board to close the Exchange by reason of any emergency 
or otherwise. 

CLEARANCE OF GOVERNMENT SECURITIES 
Settlement through Clearing House 

It shall be competent to the board to order* tiiat, unless provision to the 
contrary is made in the relevant contracts, all bargains in any spedhed 
security shall be cleared or settled by the system of Clearance Sheets instead 
of by the process of tickets, but delivery and payment shall be made 
£x--Clearing House as hereinafter provided unless otherwise ordered by the 
said boenL 
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Applicatidii of Cleariag House Rules 

When under the provisions of Rule 343, bargains have to be cleared 
or settled hy the system of Clearance Sheets, the rules relating to the 
Clearing House shall be a part of the terms and conditions of the rele^jant 
contracts. 

Issue Tickets 

Deliver and Rec^ve Tickets (Forms Nos. X. and XI in Appendix. J) 
each for Rs 25,000 face value of securities, containing serial numbers witt 
be issued by die secretary of the associatioii on payment of two annas per 
ticket or such other charge as may be prescribed by the board from thne 
to time No other forms shall be used. The said secretary shall not issue 
tickets later than 1 pm, on the ticket day without imposing such penelty 
as may be fixed by the board. 

Lodging of Tickets 

Such tickets shall accompany die clearance lists to be lodged at the 
Clearing Ekaise not later than 3 p m * on the business day (caRed ticket day) 
preceding the pay day, 

Delivcr and Receive Orders 

The Clearing House shall return on the pay day the said tickets to the 
members who lodged them, with die names filled in at its discretion of 
the members to whom deliveries are to be made and of those from whom 
'Securities are to be received. The tickets so returned shall he deemed to 
be orders for the delivery and receipt of securities. 

Such orders when issued by the Clearing House shall be binding upon 
and enforceable against members as provided in Rule 303. 

Presence at the Clearing; House 

Members or their rcjjresentatives shall be present at the office of the 
Clearing House at 11 a.ni. on the pay day to receive such orders for the 
delivery and receipt of securities and to correct eirors, if any, in the Clearing 
Lists (Form No. 1 in Appendix J). 

Exchange of Orders 

The receiving member shall hand over to the delivering member as soon 
as practicable but not later than 12 noon a Receive and Pajr Order, properly 
signed by him or his client, in exchange for the delivery order issued by 
the Clearing House. 

Buying-in or Sclling-out 

The neglect or failure to exchange orders shall constitute a default and 
the securities shall be bought-in or sold -out after I pm on the pay day 
Without giving notice to the members in default 

Place of Delivery 

The delivery of securities shall he made at the office of the receiver of 
32 
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the securities before 2-30 p.m. on the pay day and payment must be made 
at the making-up price against delivery; 

Provided that if such office is not situated in the Fort area, the delivery 
shall be made against payment in the hall of the association, 

Notwithstanding the provisions of sub-rule (a) parties mentioned in 
Eule 332(b) shaD have the right or option of requiring the payment and 
delivery to be made at their offices, in cases where the receiver of the 
securities is not one of such parties. 

Statement of Purchase Money 

If the deliverer wishes to exercise his right or option under Rule 35X(b) 
he must make out a statement, showing the amount due at the making-up 
price plus the accrued interest and present the same together with the 
Receive and Pay Order at the office of the receiver. Not, later than one 
hoxir after the receipt thereof, the payment of the amount involved must 
be made at the office of the said deliverer. 

Baying*in 

Failing delivery of seciuities on the pay day, the member who is to 
receive shall, after giving one business day’s notice to the member who 
is to deliver, buy-in the securities in accordance with the rules for buying-in. 

SelEng-out 

If the receiver fails to pay for the securities delivered in the manner 
jprovided in these niles, the member who is to deliver shall, after giving 
one business day’s notice to the member who is to receive, sell-out the 
eecurities in accordance with the rules for selling-out. 

Release of Intermediaries 

If securities are not bought-in or sold-out within three business days 
including the account day, all intermediate parties shall be released from 
all liability. The liability of the receiving and delivering members is not 
affected by the fact that intermediaries have been released by lapse of time. 

Payment of Profit and Loss 

If the securities are bought-in or sold-out as authorised by these rules, 
the loss, if any, shall be paid promptly by the member in default to the 
member buying-in or selling-out; the profit, if any, shall be paid by the 
member buying-in or selling-out to the member in default; 

Provided that if the member in default is or be declared a defaulter 
or insolvent, the profit or loss, as the case may be, shall be dealt with as 
provided in Rule 296. 

Short Title and Commencement 

These rules may be called the Native Share and Stock Brokers 
Association Rules, 1938. 

They shall come into force on the 28th day of June 1938. 
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The Share Bazaar Arbitration and 
Defaulters’ Committees 

The two committees are (i) the Arbitration Committee, and (2) 
the Defaulters' Committee. ^ 

In case of the arbitration committee, which consists of sixteen 
members, all disputes between members arising out of transactions 
under the rules of the association have to be referred compulsorily 
to it. The committee would in their turn appoint two of its members 
to act as arbitrators, who are to proceed on the arbitration by fixing 
time and place. From the decision of these arbitrators / there is an 
appeal to the arbitration committee within seven days of the receipt 
of the award by the parties concerned. The award of the arbitration 
committee is final and binding on all members of the association and 
their constituents. A further appeal to the board is allowed only in 
case where the dispute is for Rs. i.ooo or. more. Of course, the 
decision of the board is final. 

The defaulters' committee shall consist of six members and hag 
charge of the affairs of a member who has failed to fulfil, or is 
unable to fulfil his arrangement on the Exchange and has been declared 
a defaulter in the open market. The declaration of the board has 
to be made by the secretary of the association on application from 
a creditor of the defaulter, or on receipt of a complaint from the 
Clearing House. A member who has been adjudicated insolvent is 
tpbo facto declared a defaulter. The defaulters' committee takes charge 
of all books and accounts, as well as documents and papers of the 
defaulting member, to ascertain his statement of affairs, and calls 
upon the defaulter to file a written statement within fifteen days con¬ 
taining a complete list of his debtors and creditors and sums owing 
to him, on which a strict enquiry is entered into by the committee 
which reports to the board of directors anything improper, or imbusi- 
nesslike, in connection with the defaulter's transactions. The committee 
recovers all moneys, shares, securities due to the defaulter by other 
members, which assets, if not contrary to the provisions of any law 
for the time being in force, vest in the defaulters' committee for and 
on acount of the creditor members of the association. The committee 
then distributes pro rata among the creditor members of the association 
these as5^ets according to their claims which are admitted. 

Teji-Mandi Transactions 

Similar to above transactions on the Exchange as discussed in 
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the section dealing with London Stock Exchange, there are transactions 
on our Bombay Stock Exchange, as well as other markets for commo¬ 
dities known as teji, mandi or teji^mandi transactions or sodas. We 
shah deal with them in detail. 

In case of teji pure and simple, what the dealer. A, doe? is to 
secure an option to buy a certain quantity of goods, say, lOO bales 
of cotton, at Rs. 500 per bale. In consideration of this option being 
given to him by merchant, B, who deals in ieji, he pays him a premium 
of say, Rs. 10 on each bale. The option here is to purchase and 
take delivery of these bales at some future date as fixed by both these 
parties at the time of the contract, if it suits A, or failing that A is 
free to abandon the option. The option premium paid is of course 
non-returnable in either case. Supposing that on the delivery date 
the market were to rise to say, Rs. 550 per bale, A would exercise 
his option to purchase at Rs. 500 and make a profit of Rs. 50 per 
bale, less his option premium of Rs. 10 per bale, i.e. a net profit of 
Rs. 40 per bale. If on the other hand the market were to fall say, 
to Rs. 480 on the delivery date, A would abandon his option. It 

be thus seen that as under any circumstance the option money 
paid is not refundable, the transaction would not result in a profit 
unless the market rises above the margin of Rs. 10 per bale which is 
the option premium in this illustration. 

In these transactions, B, the seller of the option, is known aa 
Khanar ”, i.e. the “ the eater of the option, and A, the buyer, 
is called Lagadnar ”, i.e. the applier of the option. 

On the same principle, in case of mandi, if A thinks that the 
market is going to fall, he secures an option from B to sell a certain 
number of bales, say at Rs 500 to B, to be delivered at some future 
date fixed by the parties. Here supposing that Rs. 10 per bale was 
the option premium and the market falls to say Rs. 460, A would 
purchase these bales at Rs. 460 and sell same to B at Rs. 500 in 
terms of his option. Here A would make a profit of Rs. 40 less the 
option premium of Rs. 10, i.e. net Rs. 30 per bale. 

In the abovO transactions the option was single, i.e. A purchased 
In the first case the option only to '' buy " ; whereas in the second 
case he secured the option only to sellThere arc other transactions 
where “ double options are dealt in, known as teji-mandi transactions. 

Here what actually happens is that one party buys what is known 
as a double option and pays 1 certain premium over the contract 
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price of the commodity. This gives him the right to buy or sell a 
certain quantity at the price fixed by this agreement on the settling 
day either of the market concerned or as fixed by the agreement. 
Thus if A buys a teji-mandi of, say, silver, at lo annas per tola, 
and for that purpose pays one anna for the tep and another anna 
for the mandi, what he would do would be that if on the settling day 
the price rises over lo annas, say, it is 13 annas, he may buy the 
agreed quantity making a net profit of one anna per tola, after deduct¬ 
ing 2 annas paid by way of premium on each transaction. If, on 
the other hand, the market falls to, say, 7 armas he would sell the 
quantity at 10 annas and recover three annas per tola of which one 
anna would be his net profit after deducting two annas per tola paid 
for the option premium. The question whether this type of transac¬ 
tions are wagering transactions has been repeatedly discussed in our 
High Courts. The old view was that such agreements were wagering 
agreements altogether and therefore void {Ramchandra v. Ganabison 
(1910). 12 Bom. L.R. 590) ; but in later decisions it has been held 
that ieji-mandi transactions must be regarded as wagering transactions 
and the onus of proving that they are not such would lie on the party 
so alleging. In a later case this was further improved upon to the 
effect that ieji-mandi cannot be held as wagers on account of their 
apparent nature and characteristics alone, but the common intention 
of parties ought to be proved {Jessiram Juggonath v. Tulsidas, 37 Bom. 
264 ; Manilal v. AlUhhai, 24 Bom. L.R. 812). In another case where 
ieji alone was brought, it was decided that a pure tcji transaction is 
on exactly the same footing as vaida transactions, and unless it can 
be positively proved that the parties agreed neither to ask for nor 
to give delivery, the transactions are not wagering transactions. 
(Manubhm v. Kcshavji, 24 Bom. L.R. 60.) 


CHAPTER XIII 

SHIPPING, MARINE AND FIRE INSURANCE 

General Observations on Shipping 
A contract for the carriage of goods by sea is to be found either 
In the form of % charter party ", or as in the case of a general 
ship, it is tmbodied in a bill of lading " Ship " includes eveiy 
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description of vessel used in navigation not propelled by oars/ and 
" vessel ** includes any ship or boat or any other description of a 
vessel used in navigation. 

These contracts for carriage of goods over the sea are known as 
contracts of affreightment **. The consideration paid for the carrying 
of these goods is known as the ‘'freight'". Any-British subject, 
or a corporation, may become the owner of a British ship by transfer 
of such a ship, or a share, in such a ship, or by building such a ship 
himself. This ownership has to be registered and also the ship has 
to be registered if it wishes to enjoy the privileges of being British. 
Besides these, aU the British ships above a certain tonnage are com- 
pelled to cany certified officers and the required number of seamen. 
In case of a steamer carrying a certain number of men aboard, a 
doctor is declared necessary. They are also required to carry com¬ 
passes properly adjusted and passed by the surveyor of the Board of 
Trade, also life saving appliances. 

Chartered and General Ships 

When an agreement is made to charter or hire a complete ship 
or steamer, the ship is called a " chartered ship and the agreement 
is known as a “charter party". The charter party is a written 
or printed agreement, either for the complete ship, or for a part of 
it, either For a voyage or for a fixed time. The usual practice is 
for the ship-owner to supply the ship equipped with officers, crew and 
bunker coal, and also to pay expenses in connection with this. If, 
however, a merchant who hires the ship wishes to supply the officers 
and crew himself, a special clause to that effect is inserted in the 
charter party. 

After the agreement is executed and when goods are delivered on 
board, a docuinent known as the biD of lading signed by the owner 
of the ship, is given to the shipper, in which the owner acknowledges 
receipt of these goods. When a charter party exists, the bill of 
lading is a simple document which contains an acknowledgment of 
the receipt of the goods on board and refers to the conditions in the 
charter party under which the same was received. In case of a 
general ship, however, no charter party is drawn out, as the voyage here 
is undertaken at the owner's risk and a large number of shippers 
ship here the goods which are consigned to the various ports at which 
the steamer is to call on its voyage. Here the sl^-owner is the 
common carrier, carrying goods for all who desire to se^d them to 
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the ports which he has declared would be visited. Therefore, here 
the bill of lading, besides being an acknowledgment of the safe receipt 
of the goods, contains various conditions and stipulations that make 
up this contract of carrying goods to the destined port. The practice 
in this case is that the shipper on delivering the goods on board receives 
from the captain a provisional receipt for them known as the Mate's 
receipt which he gets exchanged for a regular bill of lading at the 
office of the shipping company concerned. 

The student therefore must note that in either case, i.e. both where 
there is actual charter party and where there is none, the bill of 
lading is an indispensable document. The only difference being that 
in one case where the charter party exists, it is a simple acknowledgment 
of the receipt of the goods on board ; whereas in the other case it 
contains, over and above this acknowledgment, the clauses and condi¬ 
tions of the contract of carriage between the ship-owner and the 
shipper. These tw^o documents make up one contract in law known 
as the Contract of Affreightment ” Many writers call a bill of 
Jading an agreement of carriage, whereas the charter party is known as 
<he agreement of hire. 

IMPORTANCE OF THE BILL OF LADING 

A bill of lading is an indispensable complement of the charter 
party where one is drawn out, but in the absence of a charter party the 
bill of lading, besides forming an acknowledgment of the shipment of 
goods, also embraces the agreement of carriage. When it is signed by 
the master, as is usually the case, he does so as the agent of the 
ship-owner. In case of a general ship, the charter parties are not 
drawui out and the agreement of carriage is printed on the bill of 
lading itself, the conditions and terms of which correspond with those 
we have dealt with above in the case of charter parties. There are 
a few peculiarities, however, with which we shall now deal. A bill 
of lading is held to be a good evidence of a contract of carriage in 
case of a general ship. 

As to the goods delivered the captain may state, either delivered 
in good order and condition" or "weight, contents and value 
unknown " In the former case the captain is bound to deliver the 
goods in the same good condition as they were at the time of loading, 
the usual depreciation on the yoyage being expected ; the document 
would in such cases be known as " clean " bill of lading. 

The bill of lading is a document of title to the goods, and in 
case the goods are made deliverable to the " bearer ", or to a particular 
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person or to his "order" or " assigns ", the ViU'of lading can be 
transferred by the original holder to any one he chooses, and the 
transferee in his turn can also transfer it. This transfer can be made 
by endorsement or delivery, as the case may be, and the transferee 
acquires^ by such a transfer, all the rights to the goods shipped that 
the transferor had and is also subject to the same liabilities as was 
the transferor. If, therefore, a bill of lading is transferred by the 
shipper to some other person, whether such a person is the buyer, 
of his mercantile agent lawfully entrusted with the bill of lading, and 
if that person, during the course of transit of the goods, endorses the same 
in favour of some other person, who purchases goods in good faith 
and for valuable consideration, the r^t of stoppage in transit of 
the original hdder cannot be exercised against this last party. 

A bill of lading is frequently described as a negotiable instrument 
though it is not one in the strict sense of the term. There are 
undoubtedly many points of resemblance between a bill of lading and a 
negotiable instrument, e.g,- its transferability by delivery with or with 
out endorsement, and without any notice to the person liable on it, and 
also that the transferee of a bill of lading can sue in his own name and 
give a valid discharge to the person liable. Thus some authors have called 
it a quasi negotiable document. It differs from a bill of exchange on 
the point of negotiability because in case of a bill of lading, a holder 
cannot give a better title than he himself has, whereas in case of the 
bill of exchange a holder in due course, who receives same for value 
and in good faith, receives same free from all defences as to the 
defect in title as could have been successfully urged against a previous 
holder, except of course, forgery. 

The bill of lading is generally made out in a set of two or three. 
It sometimes happens, that these get into the hands of two or three 
different parties. In such cases the first transferee gets the best right 
at law. As far as the master is concerned, if the bona fide hands over 
-the goods to any one of these holders, he is free from responsibility, 
and incurs no liability to the person who happens to claim a prior 
right, because the bills of lading provide for this contingency by a 
clause usually inserted in them, laying down that as soon as one 
of these documents is accomplished the others stand void. 

CORPORATION OF ‘‘LLOYD’S” AND MARINE 
INSURANCE 

From early times as the British foreign trade improved, English 
merchants thought of providing agaiiist the risk of damage or loss 
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at sea, both on goods and the ship that went out on a voyage. It is 
said that the business of marine insurance was first introduced into 
England by the Lombards, who were driven from Italy and took: 
refuge in London ; mostly in the locality which even to this day 
goes by the name of Lombard Street, policies, or contracts of insur¬ 
ance, were commonly taken out by merchants who could not afford 
to allow the risks involved by the perils of the sea to remain uninsured 
with these Lombard merchants, as well as with other wealthy mer¬ 
chants of the town. Ultimately the jealousy of the local merchants 
drove the Lombards out of England, but the insurance business they 
had introduced remained in the hands of English merchants. 

The Or^ of 

By the end of the seventeenth cen^iy coffee was first introduced 
in England and soon became a fashionable beverage. Coffee Houses 
were opened all over the country. One of them, Lloyd's Coffee House, 
in Tower Street, became a favourite resort of ship-owners, ship's 
captains and other merchants who came there, more or ess on shipping 
business, as at that time the ships used to lie in the river off the 
Tower. Gradually people who had merchandise or ships at sea to 
insure found it most convenient to call at Lloyd's Coffee House, as 
they were sure to find some merchants ready to undcnyrite the risk. 
This brought into existence a set of underwriters who made it their 
principal business to undertake shipping risks. In 1691 the Coffee 
House was removed to Lombard Street. In 1696 the enterprising pro¬ 
prietor, Mr. Edward Lloyd, started a paper (the eariiest of its kind 
in England) called Lloyd's News, in which he gave shipping and 
other information of interest and importance to business men ih general. 
In course of time Lloyd's Coffee House became the principal centre 
for Marine Insurance business in England. The Lloyd's News 
had to be stopped iqt the year 1697 owing to some trouble with the 
House of Lords, and was resumed after nearly thirty years under the 
designation of Lloyd's List. 

As marine insurance business progressed it was found that side 
by side with legitimate underwriters doing legitimate business, a large, 
number of irresponsible outsiders indulged in illicit gambling. To 
prevent the business from getting a bad name, responsible underwriters 
and brokers banded themselves by forming an association known as 
the Association of Lloyd's underwriters. The associatioa after wards 
(1774) took up its quarters in the Royal Exchange. After a most 
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successful career the association was incoiporated in 1871 by an Act 
of Parliament as ‘‘ The Corporation of Llo3^*s It will be seen that 
the name " Lloyd's " was maintained as it had acquired a prestige 
through the standing of a large number of years. The object of the 
assodation is: 

(1) promotion of the interests of members, and 

(2) collection and distribution of shipping intelligence among them. 

Underwriting and Non-underwriting Members 

The members of Lloyd's have to pay an entrance fee and a yearly 
subscription. They are divided into two classes, viz., underwriting 
and non-underwriting members. The underwriting members do insur¬ 
ance business on their own account by underwriting policies, whereas, 
the non-underwriting members, or brokers, act as middlemen between^ 
the underwriters and the outside public. There are many members 
who act as both brokers and underwriters, and in many cases onie 
member of a firm of underwriters acts as a broker whereas the other 
acts as underwriter.. The hall of Lloyd's where the members meet 
for business is called the room ", to remind them of the old Coffee 
House where they had engaged a room for their business. 

Business at ** Lloyd^s-*’ 

Lloyd's have agents aU the worid over who cable from time to 
time as to the arrival and departure of steamers hour by hour, also 
about casualties, wrecks, collisions, etc. This news is displayed at 
the allotted places in the " Room It is also printed in the Lloyds 
List. It is then entered in a special index which is kept in Lloyd's 
Room, so that any member by simply oponing out the pages relating 
to the name of the yessel concerned, can find out all details as to 
its movements, etc. 

In England a large proportion of business of marine insurance is 
done on Lloyd's through private underwriters, large insurance coiiw 
panics which have been floated at a subsequ^t stage of the history 
of marine insurance in England do comparatively very small prt^r- 
tion of business. The oldest of these companies are the London 
Assurance Corporation and the Rojal Exchange Assurance Corpoia- 
tion, both of which were floated in 1720, by special Acts of Parto- 
ment. It was at one time thought that these insurance companies, 
and many others fhat followed would, in course of time, take away 
fiom the members of Lloyd's the bulk of marine insurance twineas.^ 



Skipping, Marine and Fire Insurance SOT 

This fear, however, has proved ill-founded and the members of 
Lloyd's are flourishing better than ever in spite of these and other 
insurance companies competing with them. The reason is that the 
quotation of the members of Lloyd's centre favourably with those 
of insurance companies, as the latter have to maintain large establish¬ 
ments. 

We shall now consider how business is done on Lloyd's. A person 
wishing to insure at Lloyd's has to engage an insurance broker who 
has to go to the " room " and carry out the order. The broker 
leceives instructions from the would-be insured and effects the insur¬ 
ance by communicating that fact to the underwriter on Lloyd's. When 
the broker effects the insurance with a private underwriter he gets a 
temporary document made out known as the "slip", which con¬ 
sists of a simple statement as to the name of the ship, date, descrip¬ 
tion of the risk, the sum or sums insured and the rate of premium. 

“ The Slip and Taking a Line 

The underwriters who undertake the risk as mentioned in the 
:dip initial same, each for the sum he thinks proper to underwrite, 
until the whole amount is subscribed. The legal effect of the slip 
as described by Justice Blackburn is as follows:—"The slip is in 
practice, and according to the understanding of those engaged in 
marine insuiance, complete and final contract between the parties, 
fixing the terms of insurance and the premium, and neither party can, 
without the assent of the other, deviate from the terms thus a^ed 
without a breach of faith, for which he would suffer in his credit 
and future business However, the subsequent acts introduced in 
England, have laid down that the valid contracts of marine insurance 
can only be entered into by means of instruments known as policies 
which should be duly stamped. It would, therefore, follow that a 
"slip" as it is not stamped, would not be a contract aimed at by 
tlie English law. On Lloyd's, however, a slip initialled by a member 
of Lloyd's would be binding on the member according to the rules 
of Lloyd's. It has been further held that where a stamped policy 
has been made out and executed after a slip the slip may be looked 
into for the purpose of ascertaining the intention of the parties to the 
policy. It has, however, been held that if the contract of insurance 
is made in a country where no stamp laws are enforced, an action 
may be maintained on an agreement to Issue a policy, and a spedfic 
performance of it may be ordered. 
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Very often, instead of a slip being made out by the broker or 
the underwriter, the insurance companies make out in their own oflSce 
a document called a cover note or insurance note, containing a sketch 
of the insurance or a memorandum which is to serve as a first step 
to the drawing up of a proper document in the form of a policy. Of 
course, these documents contain incomplete information which can 
only be explained when read in connection with a regular policy of 
insurance. Unless the documents are properly stamped, they would 
not constitute a contract. 

IMPLIED WARRANTIES IN MARINE INSURANC3B 

Besides the actual conditions, clauses and stipulations contained 
in a policy of marine insurance, the policy is, by implication of law, 
taken to carry with it certain stipulations which are known as implied 
warranties. These are (i) warranty of sea worthiness ; (2) warranty 
of non-deviation ; and (3) warranty as to the legality of the voyage. 
Besides this, it is the first duty of the insured that he should make 
full and fair disclosure of all material facts to the underwriters at 
the time he takes over-the^risk, to enable them to clearly know the 
nature of the risk itself so that a correct rate of premium may be 
charged. If the insured fails to do so the policy may be avoided by 
the underwriters. This is because contracts of insurance are contracts 
uberritnae fidei, contracts of absolute faith. 

1. Sea worthiness :—^The insured at the time of efiecting the 
insurance is supposed to give a warranty of sea worthiness, i.e., at 
the time of insurance, the ship concerned is in every respect fit for 
the vo3^ge on which it is sailing. 

2. Non-deviation :—In case of a voyage policy where a voyag^^ 
is contemplated between any two given ports, there is an implied war¬ 
ranty of non-deviation on the part of the insured, by which the 
insured is supposed to give an undertaking that the ship shall take 
the usual route taken by navigators, and shall not deviate therefrom 
except in cases where it is excusable by the law, viz., (a) through 
unavoidable necessity, as the mutiny of sailors, or (6) where the ship 
is thrown out of its course by stress of weather, or (c) to procure fresh 
hands or stores which have run short, though at the commencement 
both were sufficient to last through the voyage, or (d) to avoid cap¬ 
ture or destruction by the King's enemy, or (e) to save human life 
which is in danger. Deviation to save property does not fall under 
this exception. 
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3. Legaliiy of the xfoyagc: —^There is an implied warranty on 
part of the insured that the voyage is undertaken for a legal purpose, 
i.e., it is not a smugging adventure or any other prohibited by law 

It must be added here that over arid above the express clauses 
and stipulations contained in the policy, the parties are bound by all 
the established usages of trade and navigation affecting marine insur¬ 
ance which they are taken to have known. 

LAW dc PRACTICE RE: THE POLICY OF 
MARINE INSURANCE 

A pohcy of insurance may be cither (t) a valued policy, i.e., a 
policy which specifies the agreed value of the subject-matter insured, 
or (2) an open policy, which does not specify the value of the subject- 
matter msuned, which has, therefore, to be ascertained subsequently 
at the time the claim arises, or (3) a time policy (voyage policy), 
which covers the risk up to a stated amount for a fixed time, or (4) 
a floating policy, which describes the insurance in general terms and 
leaves the name of the ship or ships or other particulars to be defined 
by subsequent disclosures. 

The Eflca of Re-insurance 

An underwriter or an insurance company may, when they con¬ 
sider the risk too great for themselves, get a part of it re-insured with 
another underwriter or insurance company. This re-insurance does 
not affect the position of the original assured for the original insur¬ 
ance remains a distinct contract by itself, and the re¬ 
insurance in its turn becomes a distinct contract between the second 
set of parties. The original assured therefore can claim only from 
his own underwriter. To take an illustration supposing that A gets 
a ship insured with B for ,^10,000 for a certain premium. Now if B, 
the underwriter, wishes to re-insure half the risk, he may re-insure 
with C, say, for £5,000. In case of loss, A can only claim against 
B but he has no right against C. If, for example, B were to fail 
at the time of loss and only pays a part of A's claim, still A cannot 
claim from the underwriter C with whom the re-insurance was effected. 
C is liable to pay in such an event to B’s trustees in bankruptcy 
this amount of claim on re-insurance. 

Object With Which Double-Insurance Is Effected 

Double-insurance is quite distinct from re-insurance. Here the 
injured effects more than one insurance. If he does so without any 
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intention of fraud, be can recover on all or any of the policies. If 
the total amount of all the policies taken together comes to more 
than the actual value of the subject-matter insured, the insured can 
only recover the actual value. He can recover on the original policies 
their full amount till all losses are paid up. If, for example, a mer¬ 
chant not knowing the actual value of his goods, insures them for 
an approximate amount, and then thinking that the amount is not 
sufficient to cover the risk effects another insurance, he can do so. 
Now, when the loss occurs, he may recover as much of the loss as 
he can from the first policy and if that does not satisfy the claim he 
can proceed to recover to the extent of the balance of his claim on 
the other policy. The underwriters then may adjust among them¬ 
selves by way of contribution, the rateable amount falling on each 
of them. 

This rule of course applies when one party with the same interest 
insures his interest by more than one policy. It so happens that one 
or more parties with distinct interests in the same property, insure 
separately on their own separate accounts. Each of them would then 
be entitled to recover the full amount of their claim based on their 
separate interests. 


Actual or Constructive Total Loss 

The total loss in marine insurance may be either (a) actual or 
{b^ constructive. The actual total loss arises where the goods are 
wholly destroyed or annihilated, as when a ship is broken to pieces 
on the high seas and no longer answers the original description of a 
ship, but may be called a cargo of planks, or, where it is burnt to 
ashes. It is also held to be actual total loss when the subject-matter 
insured is lost irrevocably, such as where a ship runs on an island 
and the goods thereon are plundered by the savages who live there. 
The constructive total loss arisen where the ship is not destroyed, but 
is in such a position that to recover and get it repaired would be so 
expensive and risky that no man of ordinary prudence would care to 
do so, e.g., where a ship runs on a rock and to save and repair it, 
it w^ould cost more money than the actual value of the ship, or 
perhaps in spite of all the expenses that may be incurred to save 
same, there is the risk of it being ultimately lost in the course of the 
attempt to save same, the owner of the ship may treat same as a 
constructive total loss and claim from the underwriter as for a total 
loss For this purpose he should abandon the ship and give a notice 
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to the onderwriter known as the “ notice of abandonment This 
notice informs the underwriter as to the condition of the said ship 
and the fact of the abandonment with a view to claim a total loss 
as per the policy. 

Subrogation m Marine Insurance 

This doctrine of insurance applies equally to marine and fire 
insurances as well as to all contracts of indemnity generally. It lays 
down a principle which is quite equitable, viz., that in cases of con¬ 
tracts of insurance such as marine and fire insurance, where a loss 
occurs, and the imderwriters pay as for a total loss, they, the under¬ 
writers,. step into the shoes of the insured with regard to all the rights 
and remedies that the insured may have had against a third party and 
with regard to any benefit arising therefrom. To take an illustration, 
supposing that a ship called '' India’’ was insured for Rs. 50,00,000, 
and it was lost through.collision with another ship called Egypt If the 

underwriters paid the owner of India ” an indemnity of Rs. 50,00,000 
as per the policy, they acquire a right, according to this doctrine of 
subrogation, to sue and recover this amount from the owner of 
Egypt ” if it can be proved that collision was due to negligence 
or default on part of the captain of ’’'Egypt”. The insurance com¬ 
pany or the underwriter can bring this action in the name of the 
owner of ” India ” 

The Doctrine of Causa Proxima* or the Proximate Cause 

This well-known maxim of marine insurance runs as follows: 
Causa proxima non remota spectaiur ”, which means that in decid¬ 
ing whether the loss has arisen through any of the risk insured against, 
the proximate or the nearest cause ought to be considered. It often 
happens that a succession of causes have operated to bring about a 
particular damage, and the difficulty arises when a number of these 
causes are not insured against whereas some others are. In such 
cases the rule is to ascertain the proximate or the nearest cause of 
damage and if the same is insured against, the underwriter must pay. 
To take an illustration, in one case where the goods were insured 
against damage by sea-water, some rats on board bored a hole in a 
zinc pipe in the bath which caused sea-water to pour out and damage 
the goods. The underwriters contended that as they had not insured 
against damage by rats they were not Eound to pay. It was, how¬ 
ever, dJecided that the proximate cause of damage being sea‘>water« 
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the insared was entitled to recover damage^ the actioo of the nda 
being a remote cause. 

What G>nsthittes Insurable Frei g ht ? 

At law freight is considered as earned by the ^i^p-owner when 
the ship safely reaches its destmation and th^ goods axe ready for 
delivery. This rule of law may be modified by an agreeo^t betweeit 
the parties to the contrary. Generally in case oi a cfiarter party, 
where the whole, or a large portion of the ship is chartered or hired, 
a part of the freight is paid in advance, and the other part is agreed 
to be paid on completion of the^ contract. Here the ship-owner can 
insure that part of the freight wWch he is Kkely to lose iO case the 
ship, through some accident, is destroyed or does not reach its desti¬ 
nation 

It may also be noticed here diat the word ** freight " in its ordi- 
naiy commercial parlance means the consideration for hiring of a ship 
for a particular time or voyage or compensation for carrying goods 
from one place to another as in a general ship. In marine insurance 
law, freight also means any benefit which the ship-owner expects to 
derive by way of profits on his own goods which he carries side by 
side with goods of others to some other port 

Assignment of Policy of Marine Insurance 
An assignment of a policy of marine insurance may be n»de 
either by writing endorsed on the policy or by merely delivering the 
policy with the intention to assign. No particular form for assignment 
by endorsement is necessary. The policies are generally assigned by 
the original insured in favour of the person fo whom he sells the goods, 
or to the agent to whom the goods are shipped. The only point to 
be noted is that at the time of assignment, the assignor had an insurable 
interest in the subject matter insured. If, however, the goods were 
lost or damaged at the time, it means that the assignor has trans¬ 
ferred his own right as to the damage to the assignee. 

Lloyd s Register of British and Foreign Shipping 
This book is published by Lloyd's every year, and shows all parti- 
coiars as to ships of one hundred tonnage or over which are regis¬ 
tered in the United Kingdom, and also all foreign ships which have 
been specially registered at Lloyd's. This register is issued by a 
special society called the '‘Society of Lloyd's Register", the general 
committee of which is composed of 72 members selected from various 
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classes such as underwriters, ship-owners ship-builders, merchants from 
London, Liverpool, etc." The committee will not give its classification 
to any ship which has not been built according to its own regulations. 
This register is particularly referred to by tlie members of Lloyd's 
while imderwriting risks on the ships concerned, as it furnishes detailed 
information as to the way the ship was built, its tonnage, its proprietor 
and its condition at the last survey. 

Average And Its Computation in Marine Insurance 6C Shipping 

The word average, as used in shipping parlance means damage, 
loss or charges or some burden on property carried by sea. This 
risk is insured against in one form or other by policies of marine 
insurance both by Lloyd's as well as by insurance companies. Average 
is divided into two classes, vi2., (i) Particular average and (2) General 
average. 

Particular average is a loss or damage on cargo or ship as through 
sea perils incurred independently of the general safety of the whole 
enterprise. Thus in case A had goods on board a ship and through 
accident, say a wave coming in, the same are damaged, the loss would 
be called a particular average loss and in case A has insured himself 
against particular average he will be able to recover same. 

In case of general average, however, the damage or loss suffered 
is by the owner for general safety and that too by a voluntary sacrifice. 
Supposing for example that a ship loaded with goods of A, B, C, D 
and E leaves the port of Bombay for Marseilles, On its way, some¬ 
where in the Red Sea, it meets with a heavy storm and the captain 
finds that in order fo save the ship he must sacrifice a part of the 
cargo. He thus orders the goods that are most handy to be thrown 
overboard in order to lighten the ship, and in this process the goods 
of A are totally lost, whereas half of the goods of B are lost. The 
captain finding that the mast of the ship was endangering its safety, 
orders same to be broken and thrown overboard. When the ship enters 
Port Said thereafter, an adjustment called average adjustment will 
have to be made by experts called, average adjustors, by which the 
loss will be proportionately distributed among all interested in the 
veitture. viz,. A, B, C, D and E and the owner ot the ship. In 
other woids. A, B, C, D and E as well as the ship-owner, will have 
fo pay or contribute towards the total loss, viz.—the value of lost 
goods, plus the mast, phis harbour expenses and expenses of repair 
33 
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in order to enable the ship to proceed further with its voyage, in 
proportion to the value of goods of each, as well as that of the ship, 
and out of this total contribution A would be paid full value of 
his goods, B half the value of his goods, and the shipowner the value 
of the mast and expenses of repairing as well as harbour dues. 

Policy Proof of Interest or 
P. P. I. Policy 

The contract of insurance is said to be . a contract of mdemnity, 
and thus all that the insured can claim is to be indemnified for the 
actual loss suffered. In other words^ he cannot, by insuring 
property which does not belong to him, or in which he has no interest 
either as a moneylender or mortgagee, or in any other capacity, or 
where the destniclioa or damage to the property does not entail 
a pecuniary loss, claim to recc'^^.r the amount covered by the policy ; 
and the policy in such a case is void in law and is known as a wager 
policy. This is because here th<^. insured is taking out a policy with 
a view to bet or gamble on the chances of the goods or the ship that 
he has insured being damaged or destroyed, and the law sternly dis¬ 
courages such transactions. On Lloyd’s, however, policies known as 
“ P. P. I/* or ' *^Policies proof of in terest'' or ‘'Honour policies*' 
are taken but, where the underwriter guarantees that even if the 
insured may not have’ any insurable interest in the subject-matter 
insured, the policy shall be payable in case o£ loss or damage to 
the subject-matter insured. This of course does not make the policy 
enforceable at law though members of Lloyd's may be relied on to 
cany out their engagements to the letter. 

FIRE INSURANCE 

A contract of fire insurance is a contract by which the insurance 
company, or the underwriter, or the insurer undertakes, for a consi¬ 
deration in form of a payment of money either in a lump sum or in 
instalments, to indemnify the insured against the consequences of a 
fire, or the loss of injury as arising therefrom during an agreed period 
and upto a certain amount. The contract is to be found embodied 
:n a document known as the “ policy of the insurance ". 

Here, also, as in the case of life and marine insurance, the 
insured must have an insurable interest in die article insured, i.e., he 
must be in such a position that by loss, destruction, or damage oi the 
property he stands to suffer a pecuniary loss. In short, all the prin- 
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dples of insurable interest applicable in case of marine insorancc 
apply to fire insurance. 

Peculiarity of the Policy in Fire Insurance 

It has been held in various English cases that it is not necessary 
to have an actual formal policy in order to constitute a vaUd contract 
of fire insurance. A slip initialled by a broker with a view to the 
preparation of a policy may be taken as a contract of insurance, and 
it has also been held that a mere proposal to insure followed by an 
acceptance of the proposal, in itself constitutes a valid contract of 
fire insurance even though no payment by way of fire insurance 
premium has been made. The general practice is tliat after the 
proposal by the owner of the property for insurance, and after its 
acceptance, a document called a cover note is handed to the 
insured. This cover note is given as a protection between the mterval 
of time covered by the proposal and the consideration of tliat proposal 
by the company or the underwriter. It has been held that such 
a cover note would be sufficient to enable the holder to claim damage^ 
in case the fire occurred during the interval. In short, the cover note, 
or an interim protection note, constitutes a binding contract for the 
time mentioned in it 

The Risk, its Commencement and Termination 

The risk on fire policy commences from the moment of time 
the cover note, or the deposit receipt, or the interim protection note 
is given, and continues for the term covered by the contract of insur¬ 
ance. It is the practice to allow a certain number of days as days 
of grace within which a fire policy may be renewed after the expiration 
of the term. In such a case, if fire occurs within such a time this 
insured would be entitled to recover the damages. The days of grace 
only apply when the insured has the intention to renew the policy ; 
failing that, the policy expires on the day the period runs out. If, 
on the other hand, it is expressly stipulated in the policy that unless 
the renewal premium is paid and the renewal risk is accepted the 
insurance would expire, the insured would not be able to recover ih 
a case where fire occurred after the expiration 6f the term and before 
the acceptance by the fire insurance company of a proposal for further 
insurance. 


What is Loss by Fire at Law 

The question as to what is the precise meaning of the expression 
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"loss by fire * has frequently arisen. Of course, the literal meaning, 
viz., damage, loss or deterioration through ignition is included, but 
ihuch more than that is covered. In India the Municipal Acts of 
fhe different provinces lay down that damage by fire within the 
meaning of policies in India, would include any damage done in the 
exercise of powers, in case of an outbreak of fire, by a magistrate, 
or members or secretaries of committees, or members of a fire brigade 
by way of breakage, pulling down of premises and through any measures 
that may have to be taken in case of fire to preserve lives or property. 
The exact wording of the Bombay Municipal Act of 1888, Section 
363. is as follows:— 

^‘Any damage occasioned by the fire brigade in the due execution of 
iheir duties, or by any police or municipal officer or servant who aids the 
fire brigade, shall be deemed to be damage by fire within the meaning 
of any policy of insurance against fire.” 

It would also include the damage to a property caused through 
heating which heat has been engendered by some property near it which 
has caught fire. Of course, pure and simple heating, without there 
being any ignition of the property itself or anything near it, would 
not be covered by the expression “ loss or damage by fire " In case 
of lightning, if the actual fire has been caused by such an accident, 
it would, of course, be covered by the ordinary risk of damage by 
fire, not otherwise, unless specifically provided for in the policy, as 
is usually done. In short, losses directly caused by or through fire, 
i.e. those that are direct consequences of fire, are covered. The others 
arc not covered unless specifically provided for. If the loss is caused 
through the malicious act of the insured himself, he would not be able 
to recover ; but it would be no excuse for the underwriter to say that 
the loss was caused through the negligence of the insured. 

Fire policies usually cover loss through fire whether caused through 
lightning, explosion of boilers used for domestic purposes or explosion 
of gas used for domestic purposes or in a building not ijsed as gas 
works. They do not include loss through fire caused by spontaneous 
fermentation, earthquakes, subterranean fire, riot, civil commotion, 
foreign enemy, military or usurped power, rebellion or insurrection. 

Fire Policy also a Contract of Absolute Good Faith 

The contract of fire insurance is a contract uberrimae fidei, i.e. 
a contract based upon absolute good faith, and therefore the insured 
must make full and detailed disciosore of all material facts likely to 



Shipping, Marine and Fire Jneurance 517 

affect the jadgment of fire offices in determining the rates of premium 
or deciding whether the proposal should be accepted. 

The description of the property, when asked for, abonld be 
correctly given, and all information that may be laequired. -as to the 
dass of goods and artides that are k^pt on the premises or in tbo 
surrounding neighbourhood, should be accurately supplied. 

Qaims and Average in Fite fitsttfance 

In case of an outbreak of fire the first care that the insured must 
take is to give notice to the insurance company. The policies generally 
provide for notice in case of an outbreak within a specified time, 
which clause should be strictly complied with. The claim to be made 
out should be for the exact value of the goods damaged or destroyed 
at the date of the fire. In case of goods partly destroyed or damaged, 
details as to their value in good condition (and in damaged condition) 
ought to be made out and furnished to the insumace company. In 
case of damage to buildings, a sum amounting to the cost of repairs 
of the damage, with due allowance for the greater value of the new 
premises over the old, should be the basis of the claim. This is, of 
course, applicable where the policy covers the full value of the property ; 
but in fire insurance the peculiarity is that, unlike marine insurance, 
the insurance company cannot, in case the property is partially insured, 
claim to pay only a proportional ioss^ i.e. loss in the proportion in 
which the amount insured stands to the full value of the property. 
The company is, in fact, liable for the whole loss, as far as the amount 
insured covers that loss, irrespective of the value of the whole property ; 
•e.g., if a property is worth Rs. 50,000 and is insured for Rs. 20,000 
and the damage has been caused to the extent of Rs. 5,000, the insured 
can recover his full Rs. 5.000. Policies, however, counteract this 
advantage from the point of view of the insured by inserting clause 
known as average clauses " under which it is expresriy provided 
that in such cases the loss in proportion to the ri^ covered on Che 
property can only be claimed. These average clauses have now dev©' 
loped into a number of variations suitable to vaiious drctxmstaitces. 
It may be added here that die fixe offices inserting a clai^ cat&od 
"reinstatement clause" reserve to themsadves the ti^ to leinstate 
the property instead of paying in money . This clause goes a long 
way, in practice, to pseveot is^iacioQs and fcaudnlent <3aim being 
presented. 
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The Doctrine of Subrogation in Fire Insurance 

Subrogation is a doctrine applicable both to fire and marine insur¬ 
ance, by which the insurer or the underwriter becomes entitled to cladm 
all advantages of every right of the insured on his paying compensation 
to the insured, against third parties who may be proved to be res¬ 
ponsible for that loss, owing to such third parties' negligence, default, 
etc. In the words of Brett, L.J.: '"As between the underwriter and 
the assured, the underwriter is entitled to the advantage of every 
right of the assured, whether such right consists in contract, fulfilled 
or unfulfilled, or in remedy for tort capable of being insisted on, or 
already insisted on, or in any other right, whether by way of condition 
or otherwise, legal or equitable, w^hich can be, or has been exercised 
or has accrued, and whether such right could not be enforced by the 
insurer in the name of the assured by the exercise or acquiring of 
which right or condition the loss agarinst which the assured is insured 
can be, or has been, diminished/’ [Custellian v. Preston, (1883) il 
Q. B. D., p. 388]. 

To take an instance, it often happens that a lessee takes tlie 
lease of premises for a long period, which lease cT)vers the repairs to 
premises. The lessee under this covenant would be bound to repair 
the premises e'ven in case of damage by fire. Now, if the premises 
has been insured by the landlord and fire occurs, the landlord can 
recover the loss immediately from the insurance qompany or the 
insurer, and the insurer or the insurance company can, in their turn, 
recover the amount from the lessee, because, on their having paid 
the loss to the lesser^ i.e. the landlord, the landlord's rights are 
subrogated to the insurer. 

Assignment of Fire Policy 

A fire policy can, according to ^English Common Law, be assigned 
only with the consent of the insurer or the insurance company. It is 
said to be a contract of a personal nature, and therefore a policy of 
insurance does not pass with the sale or assignment of the property 
on which it is effected. A transfer or assignment with the consertt of 
the insurance office, as stated above, would only give an effective right 
to the assignee. In connection with this, sections 135 and 49 of the 
Transfer of Property Act, 1882, are important. 

Section T35: — 

Every assignee by endorsement or other writing of policy of marine 
msurance, or of a policy of insurance against fire, in whom the property 
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In tibe subject insured dxall be absolutely vested at the date ol the assignment, 
shall have transferred and vested in him aO ri^ts of suit as if the contract 
contained in the policy had been made widi h i ms e lf .” 

Section 49:— 

‘‘Where immovable property is transferred for eonaideration, and such 
property or any part.thereof is at the date of transfer insured against loss 
or damage by fire, the transferee, in ease of such loss or damage, m^, in 
the absence of a contract to the contrary, require any money whidi the 
transferor actually receives under the policy, or so much thereof as may 
be necessary, to be apjdied in reinstating the property.” 

,Section 135 virtually states the law as to transfer of 
marine policy both in Engfend and India. The only pecnhaiity to 
be noticed in the language of this sectfon is in connection with the words 
“ in whom the property in the subject insured shall be absolutely 
vested at the date of assignmentThese words may mean either 
that the absolute owner of thp property alone can transfer or that 
any holder of the policy can transfer such interest in the property as 
noay be absolutely vested in him. The latter meaning is presumably 
aimed at according to the best authorities. 

Section 49 deals exclusively with immovable property. Here our 
Indian law differs from the En^sh. Here, unlike English law, the 
pblicy virtually parses to the purchaser on the transfer of the insured 
property. 


CHAPTER XIV 

NEGOTIABLE INSTRUMENTS AND 
INSTRUMENTS OF CREDIT 

Bills of Exchange, Promissory Notes, etc. 

From very early date the necessity of using various instruments 
of credit was felt by business men, and by the custom of trade various 
documents came into use. These documents received, now and again, 
the sanction of Law courts when disputes arose between business men 
using it. This sanction was given after the usages ware ptoved before 
Law courts and accepted as settled law in the interests of trade and 
public convenience. Later on the law relating to bills of exchange and 
promisaary notes was codified and consolidated. 



S20 Business Orgasibxition 

A bill of exchange is defined as an unconditional orfer in wiitix^, 
addressed by one person to another, signed by the person giving it, 
requiring the person to whom it is addressed to pay on demand or at a 
fixed determinable future time, a certain sum in money to or to the 
order of a specified person, or to bearer. 

Before proceeding to deal with the various legal and business 
technicalities concerning bilk of exchange the student had better under¬ 
stand what these documents are. 

The simplest of these documents is a promissory note. Supposing 
that A borrows from B £ioo or owes him that poney, he may give 
to B a promissory note, in which he promises to*pay B £ioo on demand, 
or at some other future date, with or without interest, according to 
arrangement between them. The simplest form would be as follows: — 


On demand (or at three months after date) 
I promise to pay Mr. B the sum of (£ 100 ) Pounds 
One Hundred, for value received. 

(Sd.) A. 

£ 100 - 0 - 0 . 

London, 10th June 1945 . 


This instrument puts the debt in what is called a “ tangible form **, 
and B the holder of it, has not only the consolation of having a written 
acknowledgment of this debt, but also, in case he is in want of money 
and the debt is not due (in case where it is to be paid after some 
time), he can raise money on this promissory note by discounting 
same with a bank. i.e. selling it for its value less a charge made by 
the banker by way of discount, or transfer it to some other person 
to whom he (B) may be owing money. 

With regard to bill of exchange, it may be an inland or a foreign 
bill. We shall first take a simple example of an inland bill. A, a 
retailer, bu)*^ goods from B, a wholesale merchant for say £150. The 
arrangement is that A should have a credit for one month after the 
date of delivery of the goods and that a bill should pass between 
them. Therefore B, when delivering goods to A, presents an invoice 
for the goods he has sold and also a draft drawn on A. This draft 
wonld be known as the draft of B which has to be accepted by A 
and returned to B, which makes it a complete document. The draft 
as drawn would be in the following form:— 


Stamp 
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- London, 20th July 1945. 

One month after date pay to me or my order 
Stamp the sum of pounds one hundred and steiihtg, 
for value received. 

_ £150-0-0. 

(Sd.) B. 

To Mr. A. 

The above draft when accepted by A, would bear across ®e face 
of it the following writing: — 

Accepted. 

(Sd.) A. 

London, 20th July 1945. 

The holder of this bill, i.e. B can now hold it till its due date, viz. 
23rd August (which includes three days of grace) and recover £150 on 
that date from A the acceptor. If B likes he may endorse it over to 
any one in payment of any debt owing, or if he ^ happens to be in 
want of money, before maturity of this bill, he may discount it with 
his banker, as in the case of the promissory note dealt with above. 
It would thus be noticed that in this ^e, though A obtains goods on 
a month's credit, B obtains an instrument which to him renders almost 
the identical service that ready cash would have rendered, because 
he can either hold it on, or discount it and obtain cash, or use it 
in payment of his own debt to others. 

In case of foreign bills, i.e. bills drawn on firms and individuals 
outside the country, they are generally drawn in sets of three, each 
’of which is called a " via ", and as soon as any of them is paid for, 
the others become inoperative. They are drawn in a set so that they 
may be sent by different mails, or through different routes, to ensure 
at least one reaching its destination. We shall take the following, as 
an example:— 

London, 21st July 1945. 

Sixty days after sight of this .first of exchange (second and 
third of the same tenor and date unpaid) pay to the order of Messrs. 
Lyon Sons & Co., Bombay, the sum of rupees two hundred, value 
received. 

Rs. 200^-4). Sd./* LYON SONS & CO. 

To 

Messrs. Jamaspji and Framjiy 

BOBfBAY. 
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The second would read as: — 


London, 28th July 1945. 

Sixty days after sight of this second of exchange (first and third 
of the same tenor and date unpaid) pay to the order of Messrs. Lyon 
Sons & Co., Bombay, the sum of rupees two hundred, value received. 

Rs. 200-0-0. Sd./- LYON SONS & CO. 


To 

Messrs. Jamaspji and Framji, 

BOMBAY. 


In the above example the set of bills is drawn by the London 
office of East India merchants, Messrs. Lyon Sons & Co., on Messrs. 
Jamaspji and Framji of Bombay for goods sent to them, and the bill 
is made payable to their Bombay branch's order. This set is then 
posted to the Bombay branch which presents one of them for accept¬ 
ance to Messrs Jamaspji and Framji. On acceptance the Bombay 
branch holds satne on and recovers the amount to the credit of the 
London head office on the due date. This bill was drawn on Messrs. 
Jamaspji and Framji for money due by them as per invoice of goods 
sold and exported by the London office of Messrs. Lyon Sons & Co. 

What generally occurs with regard to these transactions is that 
large East India merchants, trading with foreign countries from the 
United Kingdom, receive orders for goods either from their Branch 
offices or Agents. These branches or agencies secure indents from 
local dealers in the respective countries where they are stationed. Now 
supposing that ffie Bombay agent of Messrs. Robins Tueker & Co., 
East India merchants of London, send an indent which these Agents 
have secured from a local dealer. The Agents’ name is Messrs. Rup- 
chand & Co. and the dealer's name is Abdul Rahim. The -arrange¬ 
ment is that a bill may be drawn for the invoice amount at 90 days’ 
sight on Abdul Rahim with interest at 6 per cent per annum. Messrs. 
Robins e;2:ecute the order and make out their invoice as follows; — 
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INVOICE 


Invoice of four boxes of woollen tweed, shipped per s.s. ” Himalaya ” 
for Bombay, on account of Mr. Abdul Rahim of Bombay, by. Robins 
Tucker & Co,, East India Merchants and Commission Agents, London. 



• 

£ 

s. 

d. 

Mark 

1-2 Superior No. 5 Tweed 1,000 Yds. @ 

250 

0 

0 

4 

3-'4 Inferior C. Tweed 1,200 Yds. @ -/2/- 

120 

0 

0 

R. T.« 


370 

0 

0 


Packing ... ... .... 

1 

10 

0 

1-4 

Insurance and Dock Charges 

0 

10 

0 


Freight 

5 

0 

0 


Commission ... ... ... 

15 

0 

0 


E. & 0. E. £ 

392 

0 

0 


London, 1st August 1945. Sd./- ROBINS TUCKER & CO. 


When these goods are shipped, Messrs. Robins would receive a 
bill of lading in a set of two or three. Messrs. Robins would also 
receive a marine insurance policy for insurance that they may have 
effected. They would then proceed to draw bills on the Bombay 
dealer according to the terms and conditions of the indent. They 
would draw three bills payable to the order of their Bombay Agents, 
Messrs. Rupchand & Co., who may collect the amount to the credit 
of their (Messrs. Robins’) account. This course is seldom taken in 
practice. What is generally done is that bills to the order of an 
English banker with a branch at Bombay are drawn. The English 
banker would then make an advance payment to the shippers, Messrs. 
Robins, on the bill, on same being handed over to him together with 
shipping documents, viz. invoice, bill of lading and insurance policy. 
This English banker thereafter posts all these documents to his Bombay 
office, whicii presents the bill for acceptance to Mr. Abdul Rahim, and 
when accepted by the latter holds same till due date, when he recovers 
the amount plus interest as agreed upon. In this particular case the 
bill would be in the following form: — 
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£392-0-0. 

London, 1st Axigust 1045. 

Ninety days after sight of this first of exchange 
(second and third of the same tenor and date unpaid) 
pay to the order of the Chartered Bank of India, 
Australia and China, the sum of three hundred and 
ninety-two pounds sterling, with interest added thereto 
at six per cent per annum, from the date hereof to the approximate 
date of arrival of remittance in London, and payable at the current 
drawing rate for the drafts of the above bank at sight on London. 

Value received in four cases of merchandise per s.s. “Himalaya.” 

Sd./- ROBINS TUCKER & CO. 

Mr. Abdul Rahim, 

BOMBAY, 

“In case of need” with Messrs. Rupchand & Co. 


(Note .—The above form has been taken from the files of an East 
India Merchant.) 

If this bill is not paid on maturity, or if the dealer Abdul Rahim 
refuses to accept or pay same on ^.ny excuse, the Bombay Branch of 
the Chartered Bank would refer to Messrs. Rupchand & Co., who are 
stated on the bill as the case in need and who would try to 
settle any point raised by the dealer. Failing that the case in need " 
would accept or pay for the “ honour " of the London firm of Messrs. 
Robins. We shall in course of this chapter deal with the technicalities 
of all these expressions. 

What is Negotiability ? 

Bills of exchange and promissory notes are known as negotiable 
instruments. An instrument is negotiable either by law or by custom 
of trade. Bills of exchange and promissory notes have long been held 
to be negotiable instruments all over the commercial world. By 
“ negotiability " is meant, that not only is the instrument transferable 
by endorsement or delivery, but that apart from its transferability, the 
holder in due course " of a bill, who has received it complete and 
regular on the face of it, for value; and without any notice as to the 
defect in title of a previous holder, acquires a good title, notwith¬ 
standing any defect in a previous holder^s title, e.g. A gave a bearer 
cheque to B which B dropped on the road. C picked it up and gave 
it to D in settlement of money due by C to D. C then disappeared. 
D cashed the cheque. In this case neither A nor B can ask D to 
refund the money because D can plead that be was a holder in 
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doe course *' of a negotiable instrument. It may be added here that 
the risk of a bona fide holder for value is defeated if there is a forged 
endorsement on the docilinent because the rule which lays down that 
forgery gives no title applies to him with equal force. 

Peculiantks of a Bill of Exchange 

A bill of exchange as mentioned above is defined in law as. “An 
unconditional order m writing addressed by one person to an.ither^ 
signed by the person giving it, requiring the person to whom it is 
addressed, to pay on demand, or at a fixed determinable future time, 
a sum certain in money, to or to the order of a specified person, or 
to beasex." 

The words in black type in the above definition should be care¬ 
fully noted. A bill must, of course, be in writing. It must be un¬ 
conditional. The time mentioned must be fixed and determinable, as 
''one month'* or "five months". If a bill is drawn payable "on 
the day it rains in July, of this year ", it would be bad for uncertainty 
because it may never rain during that fhonth. 

The amount payable must also be a sum certain, such as Rs. 5,000. 
If interest is payable the rate agreed upon must also be included. A 
bill drawn for " an amount which the court of arbitration may award " 
would not be certain. Again if the amount as mentioned in words 
differs from that indicated in figures, the sum expressed in words 
would be pa37able. 

Both the drawee, i.e. the person on whom the bill is drawn, as 
well as the payee, i.e. the person to whom it is payable, ought to be 
mentioned with reasonable certainty, unless the bill is made payable 
to bearer. A bill is not void by reason of its being undated, or because 
it does not state the place where it is drawn or made payable. The 
same rule applies in case it is ante-dated, or post-dated, or dated on 
a Sunday. 

In case of undated bills or acceptances, the holder may insert the 
right date, and the period runs from that date. Presumption always 
is that the date mentioned on the bill is the correct one unless the 
contrary is proved. If an incorrect date is inserted in " good faith " 
by the holder, it does not invalidate the bill. If no date of payment 
is mentioned in a bill it is deemed to be payable on demand. If the 
payee, i.e. the person in whose name the bill is made pa5^ble, is 
fictitious person, the bill is payaWe to bearer. It is the practice with 
fiome to draw dieques as payable Wages or Order " or " Salaries 
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or Order " when they wish to draw, for payment of wages or salaries. 
In law these are bearer cheques as thi^ are drawn in favour oi 
fictitious persons. Banks generally discourage their customers from 
drawing cheques in thk fashion. 

It often happens that a blank stamped hundi paper or a bill of 
exchange form is handed by the signatory with his signature to be 
filled in afterwards. This act is construed as a prima facie authority 
to the party receiving the stamped paper, to fill in any sum up to the 
amount covered by the stamp, so far as he does so in a reasonable 
time. The law goes further and lays down that this authority to fill 
in is not restricted to the person to whom it was originally given, but 
is also extended to any holder, so far as the signer had delivered this 
blank paper to the original party of his own accord. It would thus 
be seen that the holder in due course gets ample protection on a bill 
of exchange. These documents are called " incohate or incom¬ 
plete documents. 

The wording of a bill of exchange must import a demand and 
not a request. The sum payable is not regarded as uncertain although 
it is required to be paid with interest. 

A bill is generally made payable to the drawer, a payee, or to 
bearer. If, however, the payee’s name is not filled in, it is open to 
any holder for value to fill in liis own name and sue on the bill. A 
holder in due course of such a bill, the previous endorser of which 
had filled in his own name in the blank space left for the payee’s 
name, would also be entirely protected. It may happen that the 
payee’s name is filled in by the drawer but incorrectly spelt, in which 
case the bill is valid, and the payee would have to endorse it first» 
in the way in which he is incorrectly described in the bill, and then 
add his own correct signature. 

The Parties to the Bill 

It should also be remembered that the parties to a bill are (i) the 
Drawer^ the person who draws the bill. He is known as the Maker " 
in case of a promissory note. (2) The Drawee, the person on whom 
the bill is drawn. He becomes the acceptor after he has signified his 
assent to the order of the drawer by writing the word " accepted ” 
right across the face of the bill with his signature and date. (3) The 
Payee is the person to whom the bill is payable. The drawer may 
make the bill payable to himself or may name another person m the 
bio to whom it has to be paid. (4) The Payee of the bill may be 



Ifegottahle Instruments and InstrimerUs of Credit 527 

original payee named in the bill or one to whom the bill is endorsed 
over by this original payee. In case of- a bill or a promissory note 
payable to bearer, the bearer is the holder. (5) When payee endorses 
the bin he is also known as the Endorser, and the person to whom 
it is endorsed is the Endorsecu The endorsements are of various kinds 
as we shall see later. 

Various Peculiarities As To Accq>tance 

We shall now proceed to discass the various peculiarities as to 
acceptance. An acceptance is the signification of the drawee's assent 
to the bill. This is usually done by him through his placing his 
signature on the bill with or without the word accepted. The visual 
place for writing the acceptance is on the face of the bill, but it 
may be written even on its back, and if the Court is satisfied that 
the signature was so placed with a view to accepting the bill, it would 
be a valid acceptance. The acceptance may be general or qualified. 

A General Acceptance is where the drawee signs his name across 
the face of the bill with or without the word " accepted thereby 
signifying his assent to the biD. As a general rule the bill must always 
be accepted generally, and if the acceptor adds any qualifkation to 
it, it becomes conditional acceptance, as we shall see later, in which 
case the drawee may either agree to such an acceptance or treat the 
bill as dishonoured for non-acceptance, and move oa it. 

A Qualified Acceptance .—An acceptance may be qualified -in 
various ways. It may be qualified as to the amount ; e.g. a bill may 
have been drawn for £500, whereas the acceptor perhaps, arguing that 
he owes only £300, may accept for £300, as, Accepted for £300 
(three hundred) only 

It rbay be qualified as to time, e.g. where a bill is drawn payabte 
one month after date, the drawee accepts it as Accepted payable 
three months after date 

It may, on the other hand, be qualified as to place and made 
payable at a particular place, and there only, as " Accepted payable 
at the Lloyd's Bank, and there only". If the words "and there 
only " were not there, the acceptance would not be a qualified accept^ 
ance because the holder can still present same at the business place 
of the acceptor, the bank's name being here mentioned as a amve* 
nieiit place of payment, but with these words added, it becomes 
qualified as ttiey make presentment at the bank compulsoiy. 
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It may be accepted as payable in instalments^ as " Accepted pay¬ 
able in monthly instalments ot £50 The drawer or holder of a bill 
is not bound to agree to an acceptance which is qualified. He can 
treat the bill, as dishonoured, and move for remedies open to him on 
that ground. In fact he ought to take a qualified acceptance without 
the consent of all endorsers and the drawer, otherwise they would be 
released from their obligations on the bilk 

In case ox foreign bills, a ‘‘ Case in Need " is generally stated 
on the bill (see the form given on page 524). This Case in Need 
is the agent of the drawer in the foreign country, where the bill is 
made payable. When, therefore, the bill is dishonoured either by 
non-acceptance, qualified acceptance, or by non-payment, the holder 
refers to this ‘"Case in Need'". The "Case in Need" either gels 
the proper acceptance or failing that, gets the bill protested for non- 
acceptance Slid accepts same himself for the " Honour ot the drawer " 
This is known as an " Acceptance for honour supra protest The 
holder then holds it fill the due date, when he present^ it again to 
the drawee for pa3’mcrit. If payment of the bill be also refused, he 
sliould first get it protested -for non-payment and then present same 
to the " acceptor for honoux " who pays same lor the honour of the 
drawer. 

The object served by this acceptance and payment for honour by 
the "Case in Need " is to save expense by w'ay of interest and loss 
on exchange which would necessarily follow, as these foreign bills are 
generally drawn and discounted in the countiy'' of their origin. In 
absence of such an arrangement 011 the drawee's refusal to accept or 
pxiy the bill, the banker's foreign agent or branch office would refer 
the bill back to the office through which it was sent to him for coUec- 
tioq. This would mean waste ot lime, during the whole of which 
banker's intercut keeps running, not to speak of the great inconve¬ 
nience to drawer and loss on exchange, whereas it may be that the 
refusal to honour was based on grounds as could easily have been 
settled by an Agent on the spot. 

It may be noted, however, that protest is only necessary in case 
of foreign bills, specially when they appear to be such, but, if there 
is nothing on the face of the bills-to indicate tlKlr foreign origin, they 
r.eed not be protested. In English law protest is not necessaiy in 
case of a foreign promissory note. Protest is compulsory because the 
law of many foreign countries make it so. Noting only applies to 
inland bills and is not compulsory though desirable. 
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^Protest for Better Security 

It may happeD that the acceptor of a bill stispends payment, or 
becomes insolvent, before maturity of the bili, and in that case the 
holder for value may, for his protection^ get the bill protested for 
better security*' agam^t the drawer and pcevioos endotsers. This 
gives the drawer, or the endorsers, an opportnnity to aooqpt for hcmoor. 
The only disadvantage is that the expenditure on this " Protest to 
better Security *' is not recoverable from the other side. 

Accqptance to Honour 

With regard to the acceptance for honour, it may be noted that 
the " acceptance for honour may be to honour of the drawer^ or 
endorser, or one or more of them. If the acceptance does not state 
for whose honour it is made, it is presumed to be for the honour of 
the drawer. The acceptor for honour most be a person, who is not 
in any way liable on the bih„ but who sunf^ kUervenes on behalf 
of a friend with the coBi.sent of the boldei of the bill. When he pays 
the bill, which he has accepted for honour, be socceeds to the rights 
and duties of the holder, as against the party to whose honour he 
pays, and against all parties liable to that party. 

When a bill is accepted for honour, it is understood that the 
same v/ould be presented to payment on the due date by the holder, 
and that in case of nontpaymeat, it would be noted and protested, 
atwl that due notice would be given to the drawer. 

Emtosemeiits 

i I 

A bill or a promissory note is said to be endorsed when the 
holder by writing his signature on the back of the document transfers 
his rights to some one else. The writing and signature are called the 
endorsement, the person endorsing the “Endorser**, the party in 
whose favour it rs endorsed the “ Endorsee ’*. 

The endorser of a bill, in case of non-payment, or non-acceptancc, 
would be personally liable to a subsequent endorser, e.g. if A endorsed 
a bill to B, and B endorsed it to C. and if C cannot get the money 
for the bill on its due date from the person who is the acceptor. C can 
hold B responsible and B would have to pay C. B in his turn would 
recover the money from A the former endorser, and so on, 

Dliflferent Classes of Endorsements 

The endorsement may be either—^ 

(i) Blank, i^ only s signature, or 


u 
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( 2 ) Special, c.g. Pay to John Smith or order. 

(Sd.) William Green. 

(3) Partial, e.g. where only a part of the amount of the bill is 
transferred. This does not operate as a negotiation of the 
instrument ; but may authorise the endorsee to receive 
payment of the amount specified. The law ^3^5 down that 
an endorsement must relate to the whole instrument. 

or (4) Restrictive, i.e. (a) where it prohibits further negotiation, aS. 
" Pay to M. only or (6) restricts the endorsee to deal with the 
bill as directed by the endorser, as, Pay to M. or order 
for collection 

or (5) Sans Recourse, i.e. where the endorser makes it clear that 
the endorsee, or the subsequent holders should not look to 
him for payment in case of the bill being dishonoured, e.g. 
if A endorses a bill '‘Sans Recourse " to B, and if B agrees 
to take it with such an endorsement, he takes it with the 
understanding that in case he (B) fails to recover money from 
the acceptor, or any of the previous endorsers to A, he (B) 
cannot sue A ou the bill. 

Endorsements, as we noticed above, are written on the back of a 
bill, and when all the space there is filled in with endorsements, a slip 
is attached for further endorsements called an '* allonge " 

It may be added that there is no objection m law to the conversion 
of a Blank endorsement into a Special endorsement. 

Steps which must be taken on Dishonour of 
a Bill of Exchange 

A bill, as we have seen, it said to be dishonoured when the drawee 
refuses to accept it when duly presented, or when it has been accepted 
and the acceptor fails to meet it on due date. A bill must be presented 
for payment to the acceptor on the due date, at his business place, and 
at a reasonable hour. If he has no place of business it may be 
presented at his residence. The presentment must be made to the 
acceptor or his agent duly appointed. 

As soon as a bill is dishonoured, the holder must give notice of 
dishonour to the drawer and all previous endorsers. The notice, 
though not required to be in writing at law, must be a written notice 
for safety. The notice must be given within a reasonable time, i.e 
if both the giver and the receiver of the notice reside in the same 
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place^ it should be given the day after dishonour. H, on the other 
hand, they live in different places, the notice must be posted the day 
after dishonour. Anyhow, the holder must give notice of dishonour 
within a reasonable time. Of course, if, for some reason, the notice 
could not be given, or did not reach any of the parties, through no 
fault of the giver of the notice, he would be excused. Otherwise, 
hdlure to give notice within reasonable time^ would release all endorsers 
previous to the party failing to give notice, as well as the drawer. 

Besides giving the notice as above referred to, the holder must 
get the bill " Noted This is done through a Notary, who presents 
the bill, notes down in his register the fact of its dishonour and the 
reason, if any. given by the acceptor for so doing. When the bill is 
a Foreign Bill, it requires also to be “Protested"'. The Protest 
includes a copy of the bill signed by the Notary making i^, and 
states the name of the person at whose request the protest is made, 
the cause and reason of protesting, the demand made and the answer 
given, or if the drawee or the acceptor could not be found, that 
fact is stated in the protest. In case of inland bills noting alone 
is sufficient. 


Loot Bffl 

When a bill is lost, tlie holder can, on giving proper security 
4 o indemnify tlie drawer and acceptor against all persons who may 
claim, from him, in case the bill be found, force the drawer to give 
him another bill of the same tenor. 

Accommodation BiDb 

Often bills are drawn, accepted and endorsed, for the acoommodationi 
of one or more of the parties concerned, though no value has passed 
on them. These are known as “ Accommodation Bills “ or “ Kites ", 
e.g. A, B and C are each in want of £100 and they arrange that A 
should draw a bill for £^00, which B should accept. That A should 
then endorse over this bill to C, who in his turn should discount 
same with his bank. They then divide the proceeds among themselves. 
This bill is an accommodation bill because here A, B and C. the 
parties to the bill, are accommodated, whereas the banker is a holdei 
for value. The holder for value can, therefore, recover the amount 
©t the bill on .due date from the acceptor “ B and failing him, he 
can sue C and A in turn. Here the fact that the bill was an accora- 
ttiodation bill, and that full consideiation for it was not received by 
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B the acceptor, would not affect the banker aa a holder for value. 
With regard to the accommodated parties, the parly who accepted 
or endorsed a bill, without receiving value, may raise that question 
successfully, and plead it against any of the parties to the accommodation. 

Bflls and Promissory Notes by Infants 

An infant is not liable on a bill or promissory note drawn, 
accepted or endomed by him unless it has been so drawn, accepted or 
endci^ed, for necessaries of life. In this case the liability of the infant 
is said to be based on the consideration and not on the bill. When 
a person who holds this bill Uies to enforce it against the infant, 
the burden of proving that the bill was obtained against neeessarits 
supplied would be upon such a person and if such a person wcr« 
to endow© lliis bill to a tliird party, that third party cannot claim 
to sue the infant on the bill itself as an endorsee. If an adult 
a party to the bill side by side or jointly v-nth an infant, the bill can 
be enforced against the adult. An infant of course can always sue 
on a biU, 


ITic Signature on a Blfl 

The signature or endorsement on a bill is the name of the pany 
so placing his signature, or that of the firm which he rei>resent£ with 
proper authority. The law says that in case of a partnership, a bill, 
or a note, can be drawn, accepted, and endorsed, in the regular 
course of the business of partnership by any of the partners, or if 
the partnership agreement specifically provides, by the partner who 
has charge and management of (he firm under this agreement. The 
manager of a firm or company may draw, accept and endorse bills 
of exchange, in the regular course of the business of the firm or 
company. In case of partners they sign in the name of the firm, 
whereas a manager or an assistant holding a power of attorney would 
sign as:— per pro. Smith & Co., 

John Robinson. 

A manager, agent or secretary of a company would sign as: — 

The Lending and 3oiTOwing Corporatkm, Ltd., 

L. Rajtabajm, 

Manager. 

U OH the contrary, L Rajaram signs as:-^ 

L. Sajarau, 

Manager. 

Thm hendtoa Borrowing Corporation, Lut* 
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the signature would not be reckoned as one by the manager of the 
company on its behalf, but would be considered at law to be the personal 
signature of L. Rajaram. It must also be borne in mind that in case 
of “per pro'’ signatures it is clear that the person placing such a 
signature claims his authority to sign under a power of attorney. This 
power of attorney may be either very limited, or very wide and 
general, and therefore, before accepting this type of signature on any 
important document, or on a bill for a large amount, care should 
be taken to inspect the power with a view to ascertaining whether 
the signature on such a document falls within the scope of the authority 
of the person signing. It must also be noted that if John Smith 
holds a power of attorney from the firm of say Messrs. Ralli Bros., 
and if he happens to have granted a power of attorney to his friend 
Thomas Williams, Williams cannot sign for Ralli Bros., and therefore 
a signature such as the following should not be accepted:-—. 

Ralli Bros* 
p. p. John Sbuth, 

Thomas Whjliams, 

On the same principle the Directors of a Company when they sign 
ought to sign as: — 

The Lending and Borrowing Corporation, Ltd., 

Hntn Nathoo, 

Baboon Khautt, 

Director#. 

Jf on the other hand they sign as: — 

Hz&ii Kathoo, 

Hahoon Kbauff. 

Director*. 

The Lending and Borrowing Corporation, Ltd* 
the signatures would bind them personally, and would not be con^dered 
as their signa^ture on behalf of the Company. 

The signature on a bill or note may be a maurk, provided there 
is evidence to prove that the person signing by mark habitually signs 
in that fashion. 


Alteration 

If a bill of a negotiable instrument Is altered its validity wonld be 
affected a^:cording to whether the alteration is material or not. The 
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matenality of the alterabbn is a quesWn of law and in the following 
cases the alteration has been held to be material: — 

1. Alterarion of date. 

2. Alteration of the sum payable. 

3- Alteration of the time of payment. 

4. Alteration as to the place of pa3mQcnt. 

5 Addition of a place of payment where none is mentioned . 

6 Alteration or addition of the rate of interest. 

7. Addition or removal of the name of a joint maker. 

8. Gdh version of a joint bill into a joint and several bilJ. 

The following are not material alterations: — 

I Addition of a wrong date of maturity. 

2. Cancellation of the words “order"' when they were there 
before 

3. Conversion of an order bill into a bearer bill. 

OUR INDIAN HUNDIS 

As we have already seen in the beginning of this chapter the Nego¬ 
tiable instruments Act generally does not apply to instruments in 
any oriental language (kundis), but where, by any words in the instru¬ 
ment itself, the usages regarding such instruments are excluded, or 
where the writing expressly indicates an intention that the legal relations 
of the parties thereto shall be governed by the Negotiable Instruments 
Act, tlie Act will apply. In the absence of either of these indications, 
hundis in oriental languages shall be governed by local usages appl}"ing 
to such documents. Hundis are principally divided into two classes, 
viz (a) the Shak Jogi hundis, and (b) the Jokhmi hundis. 

The Shah Jogi Hundi 

This is drawn by one merchant on some other merchant asking 
the latter (drawee) to pay the said hundi to a “ shah “ i.e. a respectable 
holder, after making proper inquiry and taking the usual precautions 
taken by merchants in that line of business. It usually states the 
name of the person on whose account the hundi is drawn, or who 
has (as is usually the case) deposited money with the drawer against 
the hundi in question. The documents are generally used for the 
Durpose of remittances. The drawer never accepts this hundi, but 
It is generally presented to the drawer at the time of payment by 
the holder. These are not instruments which come under the designation 
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of those " payable to bearer ", but are " payable to respectable holder " 
or " shak ", and the usage throws this duty on the drawee, i.e. the 
duty of ascertaining that the payee is a " shak " In case the hundx 
is indorsed as payable to a particular person named in the indorsement, 
the drawee must see that he pays to that ^per^n and no other. As 
long as the drawee pays.the said hundi bona fide to a " shah**, he 
is entitled to recover the amount from the drawer. In case the hundi 
turns out to be bad because it was forged or obtained by fraud, the 
" shah " collecting same has to make good the money or to present 
the guilty party to drawee. If the " shah " makes a mistake in 
collecting the hundi for a wrong party, he has to make good the 
amount with interest at the rate of 6 per cent from the date of 
payment to the date of refund. It has also been decided recently 
that in case of a shah jogi hundi, the drawee paying to the shah is 
not absolved from liability to the ov/ner of the kurdi, if tha shah had 
no title to. the Jmndi owing to a forged endorsement. [Madhavdas 
Jefkahkai v. Dindas Vardasa, (1934) Bora. L.R. 929]. 

Arising from this case when the drawee wanted to be indemnified 
by tlie shah for money which he had to pay to the holder, and thus 
to recover back from the shah the money paid to the shak oh the 
'hah jogi hundi with a forged endorsement, it was held by the Appeal 
Court that the cause of action against a shah who receives payment 
under these circumstances is to re-imburse the drawee for money 
had and received to the use of the drawee, based either on the money 
ha\’ing been paid under a mistake of fact, or without consideration, 
and does not anse upon any implied covenant for indemnity. 
[Madhavdas Jethabhai v. Sitaram Ram Narayan, (1934) Bom. L.R. 
941]. 

It has bfen held in an Allahabad case, that a shak jogi huHdi 
is not a biD of exchange under the definition of the Negotiable Instru- 
ment= Act [Mangal Sen-Jaideo Prasad v. Ganeshi, (1936) A.I.R. All. 
30b]. It was also held in the same case that a shah jogi hundi is a 
negotiable instniment independently of the provisions of Negotiable 
In.^tniments Ac'^ in spite of the fact that it dees not fall under the 
definition of a bill of exchange Under that Act. 

The Jokhmi Hundi 

In the words of Bayley, J. (Raisey Amerckand v. Jusraj Vapa}, 
Bom. 25th July 1871): "A jokhmi hundi is in the nature of a 
policy of . . . insurance, with this difference, that the mon^ is paid 
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\)eforehand, to be recovered if the ship is not lost". It is in fact a 
mode of insuring goods shipped, peculiair to the native Indian merchants. 
There are here three parties—^the drawer or shipper of the goods, the 
hundiwala, i.e. the underwriter, and the malwala, the consignee. The 
consignor consigns the goods, say, from a f)ort in Cutch or elsewhere, 
to his agent or vendor in Bombay. He then draws a hundi on the 
consignee or malwala for the value of the goods and sells same to 
the insurer for cash, which is the value lees the insurance premium 
charged. The hundiwala sends the hundi either to his branch office or 
agent in Bombay. The hundi is then presented after the goods arrive 
safe in Bombay, to the consignee or malwala who pays same and 
takes delivery of the goods, or . in case he does not wish to take up 
the goods, he may hand over the goods to the hundiwala and leave 
him to fight the matter out with the consignor. The hundiwala, by his 
peculiar custom, has no right to sue the malwala or consignee in case 
of non-pa3nTient or non-acceptance. His remedy is to recover the 
amount from the consignor. In case the goods are lost totally, the 
hundi cannot be presented, and the loss has to be borne by the 
hundiwala or underwriter. In case of partial loss or damage, the 
hundiwala is entitled to be paid in full. In case of general average 
loss the hundiwala or underwriter receives payment for so much loss 
as may be computed towards the general average loss on these goods 
by the Average x^djusters (4 Bom. 344-45). 

The form in which these jokhmi hundis are generally drawn as 
given in the above reference (4 Bom. 344), is the following: — 

FORM OF JOKHMI HUNDI 

fr 

To wit: here have been kept and retained from Shah . 

. Rs. in full ; so the hundi is jokhmi on board the 

vessel.nakwa . owner . After the fixed 

time 4 (four) days after the vessel shall have arrived safely frbm 

the seaport town of . at the seaport town of . 

do you pay to Shah . 


Zikri Chits 

According to Chalmers' Negotiable Instruments", hundis, 
according to the custom of Marwari merchants, " are accepted for 
honour by' means of ‘ Zikri chits*' v/hich are furnished by a party 
liable on the hundi, to the holder, and are addressed to some other 
person who is thereby directed to pay the hundi if the drawee does 
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not ; the latter accepts by writing on the chit The hundis, according 
to the custom of shroffs, are not required to be noted or protested. 

Dhanijog Htindi 

This is a hundi which is payable only to a shah, but it may be 
cashed by the dhani or holder of same. 

Purja 

A purja is a written request, addressed to the lender and signed 
by the borrower, to pay the amount mentioned in the instrument, and 
is stamped with one anna stamp. The rate of interest is as mentioned 
in the body of. the purja, and the period for which the loan is granted 
is never metioned in it, but is either understood to be the period settled 
by die prevailing practice, or entered in a separate slip pinned to the 
purja. The pmja is not attested by witnesses, but is merely an acknow¬ 
ledgment of a debt. The name of the person through whom the sum 
is received is mentioned. These'documents are generally used in con¬ 
nection with short loans, not exceeding three months. Frequently 
purja is also given in a different form, that is, in the form of acknow¬ 
ledgment by the borrower, declaring that he has credited the amount 
borrowed in his own account books in favour of the creditor. 

FORM OF PURJA 

(Transliteration) 

;Bhai Sri Nathuram Tekal Chand Sebkhe Bhuraraal Gopinath ka 
Ram Banchiyo upranch Ru 500 Akhre Ranch So tumhare paslya 
kajaara beyaj dar 6 as. hissab bhejachh so laileja rupaiya jamadame 
diadejo miti 30 karohcee 1986 sal miti Mshag. 

Dstkhat, 

(Sd.) Sawarlal Nahata. 

(Translation) 

Honoured brother Nathuram Tekal Chand be pleased to accept 
the greetings (Ram Ram) of Bhuramal Gopinath. Further Rs. 500 
in words rupees five hundred, is being taken from you the interest 
on which at the rate of 6 as. is sent herewith. Please accept it and 
pay the money to Jamadar, dated 30th day of Magh 1986 Sal. 

(Sd.) Sawanlal Nahata. 

(Note.—^Ben^al Provincial Banking Inquiry Committee’s Report.) 

Hatchita 

This is a sheet bound in the account book of a creditor and 
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entered in the form of a ledger, bearing cme amn stamp and the 
signature of the borrower. 

KhaUpeta 

This is an account in the creditor’s book, showing on the debit 
side all amounts advanced to the debtor and interest acemed, and 
on the credit side all pa 3 nnents as well as interest paid. No receipts 
are given for the repayment of interest. Khatapeta is itself considered 
sufficient as it is of the account and money given. The debtor makes 
written requests from the creditor for all advances he wants, and 
has to go and see that all his repayments, as well as payments of 
interest, are duly entered to his credit, in the same khatapeta. This 
form is generally maintained by Marwari bank^. 

Darsani and Nadappu vaddi Hundis 
These are sight hundis payable at sight, but the second has this 
peculiarity, that it carries interest at the nadappu vaddi rate from 
the date of presentation. 

DARSANI HUNDl FORM 

(TraD8literatio&) 

(Obverse.) 

Bundi leni Bheja Amad. Hundi lani bheja. 

Haji Sale Muhammad. Sohanlal Munsilai. 

Bhai Sohanlal Munsilaljoga. Jog lliakurdas Agyarmm. 

Sri Hari. 

Motilal Parammianda Wardha. 

No. 426. 

D/Paramananda ka HuHdi likhe pujab sakardena 1" Siddha Sri 
Kalkatta Bandr subhasthane Bhai Sithalprasadji Kharag Prasadji Jog 
Sri Wardha se likhi Motilal Paramananda ken Sri Jaygopal Banchijo 
Uparancha Hindi Nag 1 Ru 500—Akhare Rupia Panch Sauka neeme 
nipia Arhia Sauka Duna Pura itthe Rakhya Amad Sale Muhammad 
Kachhi Pas Miti Magsarbad 5 Pahuncha Turanta Naube shahijog Rupia 
Company Chalan ka Dijyo 1 Sm. 1986 Miti Magsir Badi 5 Gurubor Ta : 

2l8t November 1929 
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fReverse.) 


R& 500. 


Neeme ka Boeme sawasau ka chauguzxi Pura Ru Panch mu kar 
D3ya 


(Sd.) Thakurdas Agyaram. 
Hundi Bharpaya Sibkumarsmg. 
Ta. 20tii November* 1929. 
Magasarbadi 10. 

Bhai Sitalprasad Kharagprasad ^og. 

No. 30, BixrtoUa Street, Calcutta. 


(Note,—^Madras Provincial Banking Inquiry Committee's Report, 

p. 208). 


(Obverse.) 


(Translttti^) 


R& 500. 

Ammad Haji Sale Muhanimad 
sends brother Sohanlal 
Mumhilal to receive the 
vakre of the hmdi. 


Sohanlal Munshilai 

Ihakurdas Agyaram to 
receive the value of tke 
huzMS. 


Sri Hari 

Motilal Parmanand Wardha. 


No. 426. Please accept according to writing in the 
Htzndi of Parmanand. 


In the prosporous, beautiful and auspicious port of Calcutta, to 
honoured brother Sital Prasad Kharagprasad written from Wardha by 
Moti Lai Parmanand whose greetings (Jay Gopal) you may be pleased 
to accept. Further, one hundi of Rs. 500 in words rupees five hundred, 
full twice of Rs. 250 is drawn m favour of Ammad Haji Sale Mahummad 
Kachhi on the 5th day of Magsir Badi ; immediately on the arrival of 
this hundif you will (please) pay the amount thereof In current coin 
of the Company to the presenter after ascertaining his respectability. 
Sambat 1986, 5th day of Magsir Badi, Ihursday, dated 21st November. 
1929. 


(Reverse.) 


Half of half Rs. 125 four times ol which Rs. 500 

(Sd.) Thakurdas Agyaraii. 

Received the fuD amount of hundi 


(Sd.) SiB KLumab Sam 
Beted 26th November, 1929 
Magawir Badi 10 

Brother Sitalprasad Kharagprasad, 

No. 301, Bartola 8traet» Calcutta. 
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HUNDI BEARING NADAPPU INTEREST 
FROM DATE OF ISSUE 

(Translation) 

Sivamayam. 

Rakteakshi Arpisi 10th—Kanadukathan—ABC Avergal Cr. 
Kilasivalpatli XYZ .. .. .. .. Dr. 

I owe ABC above Rs. 3,000 on account of cash taken for the pur¬ 
chase of samans. This sum of Rs. 3,000 please pay to ABC or order 
with current rate of interest and debit my account after payment 
is made. 

To B.SX Rangoon One 1 anna 1 anna 1 anna 
anna X Y Z 

(Sd.) ABC. 

S^ kshaya Adi 1st—Principal of this hundi—Rs. 3,000r*’interefit 
Rs. 451 - 8 - 0 =: Total Rs. 3,451-8-0. Rangoon B.S.T. Firm. 

No. Madras hundi 1-Rs. cash 

Rs. 568 received. 

All accounts settled. 

(Sd.) ABC. 

{Note .—Madras Provincial Banking Inquiry Committee's Report, 

p, 268), 

Muddati Hundi 

This is a hundi which is not payable on demand like the dafsam 
hundi, but it is payable according to usance or custom. 

Huitdis payable to order are called Firamjog hundis. 

Paith 

When the original hundi called khoka, is lost* a duplicate or second 
copy is given, know^n as paith. If the second is lost, a third is given 
which is known as parpaith, and, in the event of all three being lost, 
a fourth hundi called maijar, or panchyati, is given. The last is 
called panchyati, because five leading bankers of the place of issue 
have to draw it. 




CHAPTER XV 


GENERAL PROBLEMS OF FINANCE 

INDIAN BANKING 

Indian Banking is carried on by the following institutions: (i) The 
Reserve Bank, (2) the Imperial Bank, (3) Joint stock banks (Indian 
and foreign) and (4) Indian indigenous bankers. 

We shall now deal briefly with each of the above institutions. 

Poncdotis of the Reserve Bank of India 

The Reserve Bank of India was established by the Reserve Bank 
of India Act of 1934 and is now the Central Reserve Bank of this 
country, functioning on most modem lines side by side with similar 
institutions in other important centres of the world. The main func¬ 
tions of a Central Bank arc the following: 

(i) To act as a depository of the Government cash balances and 
as its financial agent and treasurer in general. 

{2) To manage, supervise and direct the currency of the country 
and to maintain the currency reserve. 

(3) As the treasurer or cashier of the State to manage diftenent 
remittances of the Government and to act generally as a 
banker of the Government. 

(4) To manage the public debts of the country. 

According to our Central Banking Commi on (Majority) Report. 
1931 .—“The two principal tasks of the I^^serve Bank will be to 
maintain the international value of the rupee and to control the credit 
situation in India, which would include the rate of interest at which 
credit would be available to trade and industry." 

The other peculiarity is that the Central Bank is not expected 
generally to do commercial business, or to compete with commercial 
banks, but generally to act as bankers’ bank i.e. keep accounts of 
all the principal banks in the country and help them with finances 
wherever necessary. 

Ot*r Reserve Bank is a shareholders* bank, as is the case with 
almost all the principal countries of the world, and not a State bank. 
These shares cannot be purchased by any one who is not domiciled 
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in India and is not either an Indian subject of His Majesty or the 
subject of a state in India or a British subject ordinarily resident 
in India and domiciled in the United Kingdom. In the case of 
Colonies and the Dominions, the rule laid down is that a subject of 
that Colony or Dominion cannot be a shareholder in our Reserve 
Bank in case the Government of that dominion discriminates in,any 
way against the Indian subjects of His Majesty. The government or 
management of the bank is under the supervision and control of (i) 
The Central Board of Directors and (2) Local Boards. The Central 
Board is made up of the Governor and two deputy Governors, four 
directors to be nominated by the Governor-General in Council and 
eight directors to be elected on behalf of shareholders as two for 
Bombay, two for Calcutta, two for Delhi, one for Madras and one 
for Rangoon. In addition to this one’Government official is to be 
Director as nominated by the Governor-General in Council. The 
Governor and the deputy Governors arc the full time officers. These 
Central Board directors are to be elected or selected by directors of 
Local Boards of each centre, 

' The Local Board is to be constituted of five members elected 
ftixn among themselves by the shareholders who are registered on 
the register for that area and qualified to vote. In addition there 
are to be not more than three members nominated by the Central 
Board. These Local Boards are to be constituted for each of the 
five areas of Bombay, Calcutta, Delhi, Madras and Rangoon. A 
shareholder who has been on the register in the area for at least six 
months prior to the date of election shall have one vote for every 
five shares subject to a maximum of 10 votes. 

The Central Banking Functions 

In connection with Central Banking functions the most important, 
naturally, is the right to issue bank notes, which is a monopoly right 
in the hands of the Central Reserve Bank. The Indian Government 
has^^turally ceased to issue notes, having transferred the whole 
function to this bank. The issue department functions as a separate 
and distinct department from the banking department, as in the case 
of the Bank of England and other similar banks, and the assets of 
the issue department are not subject to any liability other than the 
liability of the issue department. The issue department liability will 
constitute a total amount made up of the currency notes of the Gov¬ 
ernment of India and the bank notes for the time being in circula- 
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tion. This is because on the date that Chapter Third of the Act 
came into force, the issue dep^trtment of the Reserve Bank t6ok over 
from the Indian Government the liability for all currency notes of the 
Government of India in circulation, and in return the Government 
of India transferred to the issue department of the said bank gold 
coins, gold bullion, sterling securities, rupee coins and rupee securities 
to the aggregate value equal to the total of the liabilities transferred 
by the Indian Government in connection with its notes in circulation. 
The requirement is that, ot the total amount of assets held as such 
security against notes, there shall be at least Iwo-fifths of the total 
value made up of gold coins, gold bullion and sterling securities, and 
that, the amount of gold coins and gold bullion must not at any time 
be less than 40 crores of rupees in value. The remaining assets are 
to be h(‘]d in rupee coins. Government of India rupee securities of 
any matarity and such Bills of Exchange and Promissory Notes pa}/- 
able in British India as are eligible for purchase by the Bank under 
(he Act. Here the further provision is that the amount held in the 
Government of India rupee securities must not at any time exceed 
one-fourth of the totil amount of the assets or 50 crorcs of rupees, 
whichever airiouiit is greater or wath the previous sanction of the 
Governor-General in Council such amount plus the sum of 10 crores 
of rupees. In connection with the valuation of these securities it is 
further provided that gold coins and gold bullion shall be valued at 
8.47512 grains of tine gold per rupee, rupee coin shall be valued at 
its face value and the securities are to be valued at the market rate 
for the time being obtaining. Of these gold coins and gold bullion 
held as assets against note-issue, not less than i7/20ths shall be held 
in British India and such holding must be in the custody of the bank 
or its agencies. Details are given as to what form of sterling securities 
may be held as part of these assets against the note-issue in the Act. 

The Bank must issue rupee coins on demand in exchange for 
bank notes and currency notes of the Government of India and must 
issue currency notes or bank notes on demand in exchange for coins 
which are legal tender under the Indian Coinage Act, 1906. 

Besides this, the much debated sections 40 and 41 threw an 
obligation on the bank to purchase and sell sterling for immediate 
delivery in London at a ratio not below ish. 5d. and 49/64ths of a 
penny for a rup)ee and not over ish. 6d. and 3/6ths of a penny for 
a rupee, the only protection being that no person is entitled to demand 
to sell to the bank an amount of sterling less than £10,000 and that 
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no person shall be entitled to receive payment unless the bank is 
satisfied that the payment of the sterling in London has been made. 

The Scheduled Banks 

There are to be a number of banks in India, names of which 
are given in Second Schedule to the Act, which are to be known as 
"Scheduled Banks", which banks must maintain With the Reserve 
Bank a balance which must not be less, at the close of any day, than 
five per cent of the " demand liabilities " and two per cent of " time 
liabilities " of each of such bank in India. These liabilities for the 
purpose of calculation would not include the paid-up capital or 
reserves, or any credit balances in the profit and loss account of the 
bank, or the amount of any loan taken from the Reserve Bank. 
Managers of these Scheduled banks have thus to send a return showing 
their position in connection with these liabilities at the close of business 
on each Friday and in case such Friday happens to be a public holiday 
under the Negotiable Instruments Act, at the close of business on 
the preceding working day. 

The Banking Business of the Reserve Bank 

The banking business of the Reserve Bank is (i) to receive money 
on deposit without interest from any person, bank, government, etc., 

(2) it can discount bills of exchange provided it has two endorse¬ 
ments, one of which shall be that of a Scheduled bank and may 
similarly purchase, sell and rc-discount bills of exchange, 

(3) it can purchase and sell to Scheduled banks sterling amounts 
not less than Rs. 1,00,000, 

(4) it can purchase, sell and re-discount bills of exchange including 
treasury bills drawn in the United Kingdom maturing within 90 day^ 
These transactions if made in India should be through the Scheduled 
banks, 

(5) it can keep balance with banks in the United Kingdom, 

(6) it can advance loans to states in India, as well as provincial 
co-operative banks against securities in accordance with the rules laid 
down by the Act, 

(7) it can grant loans to the Governor-General-in-Council and pro¬ 
vincial governments for the purpose of management of provincial 
revenues, 

(8) it can issue bank post bills and demand drafts. 
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(9) it can deal in Government securities. 

(10) take the moneys, valuables and securities in safe custody, 

(11) act as agent for ^xe Secretary of State, Govemor-General-in- 
Council or provincial Government or any state in India for purchase 
and sale of gold or silver, bills of exchange, securities, etc., 

(12) manage public debts, 

(13) manage purchase and sell bullion of gold corns and bullion^ 
on its own account, 

(14) borrow money for a period not exceeding one month for its 
business and may give security for same, 

{15) make and issue its own notes as authorized by the Act. 

It will thus be seen that our Central Reserve Bank is predominantly 
a bankers' bank. The Reserve Bank cannot pay dividend of more 
than 5 per cent, and all extra profit after payment of such dmdend 
will have to be paid to the Government of India. It has a special 
agricultural credit department where an expert staff has to study all 
questions of agricultural credit which is available for consultation by 
the Government of India or provincial governments or provincial 
cooperative banks, etc. 


Imperial Bank of India 

The Imperial Bank of India was founded in the year 1921. Since 
the formation of the Reserve Bank of India, the Imperial Bank of 
India Act had to be amended in the year 1934. This bank performed 
important functions in the past year.'* as the banker of the Government 
of India, though it could not control the issue of currency and could 
not function as a central banking institution. Thus when the Reserve 
Bank of India Act was passed with a view to providing for India a 
Central Bank in the real sense of the term, the Imperial Bank Act 
had to be amended in 1934 with a view to removing certain restrictions 
which had been hitherto imposed on the bank because during past 
years this bank had^the monopoly of acting as a banker of the Govern¬ 
ment. These functions have now been transferred to the Reserve 
Bank, and naturally many of these restrictions had to be removed, 
though it should not be placed on the same footing as an ordinary 
joint stock bank, because under the new arrangement, though the 
Imperial Bank ceased to be a banker of the Goverrmient of India 
it hao been, by a special agreement between it and the Reserve 
Bank of India, appointed as the sole agent of the Reserve Bank at 
35 
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all places in British India where the Imperial Bank had branches at 
the commencement of the Reserve Bank of India Act and where no 
brapch of the Banking department of the Reserve Bank happens to 
be located. 

The Imperial Bank also is governed by two boards of manage¬ 
ment, viz. the Central Board and the Local Board. The general super¬ 
intendence of the affairs of the business of the bank is in the hands 
of the Central Board of directors, y local boards are established 
at Calcutta, Madras and J^rnhsLyrrih^ local boards have power 
to transact all the usual business of the bank without prejudice to 
the powers reserved to the Central Board* 

Other Joint Stock Banks Functioning in India 

The bulk of the banking business, however, in a large way, is 
carried on by joint stock banks, Indian, British and foreign. The 
most prominent of our Indian joint stock banks is naturally the 
Central Bank of India Limited. They look after mostly internal finance 
and hardly any Indian bank does what is called Exchange banking 
business because they cannot compete in this branch with the old 
giant British and foreign banks known as Exchange banks, whose 
head ofi&ces are located outside the country and who are doing the 
largest business in this country. Besides the Central Bank of India 
which has a capital of 13.86 crores, the other prominent Indian banks 
are the Bank of India Limited with 9J crores, the Allahabad Bank 
Limited, with 9.^5 Crores, the Punjab National Bank, with 6.26 crores, 
the Bank of Baroda with 5.28 crores and the Bank of Mysore with 
1.39 crores. 

The Exchange banks practically command the whole of the finance 
of the Indian import and export trade which compels Indians to work 
under European houses in connection with their foreign imports and 
exports. This position is naturally resented by the Indian public, the 
more so because these Exchange banks do not give assistance to 
Indian banks or Indians for developing exchange banking and do 
not engage them to hold important positions in their banks. 

The Exchange banks' finance largely consists of the following: — 

(i) Financing of goods which are sent out from Indian ports to 
foreign ports and vice versa, and (2) financing of goods from the 
interior of India to the ports. 

The financing of goods from outside into India is generally done 
through the medium of docuraentaiy bills, mostly D.A. (documents 
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on acceptance), and in some small measure by D.P. (documents on 
payment) bills. The bills ate drawn eitho: at 30 days or 60 days 
si^t^ sometimes they axe drawn at three months’ sight also. On the 
footmg the exports axe treated through the opemng of a credit 
in Great Britain with London banks or ftnance houses which axe 
communicated to India through the local Exchange baxiks or their 
branches. In all these cases, the usual curxency used is sterling, on 
the basis of which the payments are measured and dealt with. The 
Exchange banks also finance the imports and e:q)orts of gold and 
silver bullion, the orders for most of wfakb axe placed in London. 

The Exchange baxxks have consistently done a roaring trade and 
made laige profits in this country, irrespective of the fact whether 
trade happens to be in a good or depressed condition. The dividend 
rate per cent paid by some of the principal banks such as the 
Chartered Bank of India. Australia and China and the National Bank 
of India comes very near to 20 to 25 per cent of capital, whereas the 
banks like the Hong Kong and Shan^iai Bank have paid dividends 
over 64 per cent. 


Our Ixufigenoos Banking 

Indigenous banking, as distinguished from pure money-lending, is 
mostly confined to members of certain well-known castes of Hindus, 
such as the Marwaris. the Jains, the Multanis. the Natukkotti Chettis, 
etc. These are mostly family concerns, and in some cases have 
become a hereditary calling. These indigenous bankers are located at 
different centres in villages and towns In villages we have the village 
banker who lends money to the people as well as sells com and 
seed to the cultivators. They do not generally deal m instruments like 
hundis and cheques, though they receive deposits from their clients 
in small amounts. The rate of interest charged by these village 
bankers is very heavy, and sometimes exacting, but the advent of 
the cooperative. credit society has to a very large extent kept this 
tendency within bounds. The high rate of interest is. no doubt, made 
compulsory through the unsatisfactory nature of the security which 
an average Indian villager is in a position to offer, not only owing 
to poverty, but also to the peculiar nature of the country which is 
mostly dq>endent on its agricultural output, and where crops entirely 
depend on the vagaries of the monsoon. In certain villages these 
bankers have to keep their money idle for nearly half the year, 
which is one more reason why they are driven to the necessity of 
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charging higher interest with a view to making up for the loss So 
entailed. These indigenous money-lenders have also, in certain number 
of cases, to keep their money locked up on fixed loan? for a long 
period against security of land, jewellery, etc. 

The Deposits and Cheques 

The deposits with these bankers are not generally very large, for 
the simple reason that banking habit has not spread in modern India 
on anything like the footing on which it has in western countries. 
These bankers frequently honour cheques, or hundis payable on demand, 
to those of their clients who keep a current account with them. 
Western banking, no doubt, depends largely on additional money 
received by it in deposits, but the indigenous banker has mostly to 
rely on his own capital and accommodation, or loans, received by 
him from his brother bankers. Some indigenous banks issue cheque 
books and pass-books. The cheques are in vernaculars, but having 
no inter-relation with joint stock banks, these cheques are cashed 
more on the footing of hundis payable on demand than as cheques 
dealt with in course of clearing. There is much room for the expansion 
of indigenous banking it efforts are made in a proper manner to 
induce people to cultivate banking habits, thereby facilitating com¬ 
merce and industry, as well as bringing about the most desired 
expansion of indigenous banking. There is no class of people better 
quahfied than indigenous bankers to take up this work of great 
national importance in connection with villages and outlying stations, 
as they command the advantage of being in close personal touch 
with their clients, the advantage which no branch manager of a joint 
stock bank can ever aspire to In case of deposits, the depositors 
give sufficient notice before withdrawing. There are some shroffs, or 
indigenous bankers, who do not receive deposits from all and sundry, 
but restrict these operations among their personal friends. 

Combination of Banking and Trading 

A good proportion of these indigenous bankers, particularly in 
the interior of India, are also traders They carry on a variety of 
business side by side, their banikng business ranging from that of 
grain dealers to jewellers, industrialists, etc. A number of business 
firms also do banking business as a side line. This peculiarity seems 
to prevail among bankers of almost all the Indian provinces, a 
tendency which seems to be on the increase due to the growing compe¬ 
tition of joint stock banks in the mofussil. In centres around Bombay 
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and Central India, diey deal largely in cotton and seed, or act as 
commission agents, and flourish both as bankers and traders. If 
one were to search among them for those who confine themselves 
strictly to banking business, he would find them among the Natukkotti 
Chettis and Multanis. The former are exclusively bankers, whereas 
the latter restrict their operations to dealings in kundis. 

How Our Intemai Trade is F^anced 

A large number of these bankers remit money from place to 
place through the medium of hundis, which are strictly speaking 
inland trade bills. Some of them act as shroffs, and discount hundis 
either directly with the merchants, or through hundi brokers, thereby 
advancing money on them. These hundis are freely re-discoimted by 
shroffs at the bazaar rate, particularly when the bazaar rate is high. 
Thus intemai trade is very largely financed through the medium of 
hundis. These hundis communicated by the shroffs, are very rarely 
dishonoured, with the result that they circulate freely. Besides this, 
there are well-known shroffs and bankers who purchase hundis at a 
high rate of discount for ready money, and re-discount same with 
the Imperial Bank, who are prepared to advance money on those 
endorsements. Virtually speaking, these operations of important 
shroffs are more or less similar to those of the large bill-broking or 
discount houses of London, who borrow the surplus day to day fund 
of the London money market, and use same along with their own 
capital for the purpose of their business. In Bombay, the most 
prominent indigenous bankers doing this type of business are the 
Multapi shroffs, who command considerable credit and reputation for 
astute banking knowledge ; so much so that when the Multani 
refuses to discount a hundi the same is treated as a danger signal 
by all market operators. These Multani bankers are banded into an 
association with a view to regulating their rate of discount in accord¬ 
ance with the fluctuation of the Imperial Bank rate. These shroffs 
and mdigenous bankers seldom deal in foreign trade bills. They make 
a speciality of the hundi or the indigenous bill. 

Financing of the Crops 

The indigenous bankers play a very important part in the financing 
of crops all over the country. The village trader, in case of less 
enlightened villages, lends money on the growing crop and ultimately 
purchases same himself. He then sends out the surplus, after keeping 
a portion of the produce for sale locally, to the town to a trader 
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who is also a banker. From here the produce is sent out to outlying 
centres and hundis are brought into play. In case of more enlight¬ 
ened villagers, who have not borrowed from the village trader, the 
produce is sent to the town to the exchange marts, otherwise known 
as mundis. Here the produce is purchased by a variety of persons 
such as merchants from towns, their bu5dng agents, and indigenous 
bankers who are either buying for their clients or themselves. Pur¬ 
chases are generally made here for cash, as the villagers prefer that 
form of payment. 

The Large Type of Indigenous Banker 

The large type of indigenous bankers such as the Marwaris, the 
Jains and Chettis have offices and branches all over the country, 
particularly in important centres like Bombay, Calcutta, Madras and 
Delhi. Some of them even keep correspondents outside India in places 
like Africa, Aden, Abyssinia, and even in Europe, Japan and China. 
The Chettis are said to be the cleverest of all the indigenous bankers 
in India in spite of the fact that they generally are not educated on 
modem lines. They possess considerable banking acumen, for the 
simple reason that they are associated from early childhood with the 
business of banking which their family members have been carrying 
on for generations. The whole family generally works as one unit 
in connection with the business of the firm, and the incentive to 
increase the family fortune is a great element in bringing about efficient 
results. They are most reliable as bankers and are frequently trusted 
with large sums of money, without security, by other bankers of their 
Own caste. The other caste mostly resembling this type is that of 
the Marwaris of western India who are equally competent, and whose 
banking acumen is also hereditary. 

These bankers are mostly associated together in mahajans or 
similar institutions. In Bombay they have the Bombay 'Shroffs* Asso¬ 
ciation, the Marwari Chamber of Commerce, the Miiltani Bankers' 
Association, etc. Joint meetings of these bodies are frequently held 
to discus^ and deal with the problems of their business. In Ahmed- 
abad they have the Ahmedabad Shroffs' Association and there is 
also the Shikarpuri Shroffs' Association whose membership is made up 
of the MuHani bankers. 

of Goods and Industries 

In conwetioD wiffi goods, also, the local shop-keeper cither 
tomrirs from fte village banker ih order to bny the goc^as, or by 
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depositing certain amount with bankers, orders out the goods through 
them. The bankers here finance the shop“keej 5 er through honouring 
hundis drawn upon him, or by credits in account for a period. Herp 
the banker makes additional income by charging commission or 
brokerage on each deal. 

In this connection it may be noted that in case of goods imported 
from foreign countries, the Exchange banks play a very small part. 
These imported goods are simply handed t)ver to the dealers on pay¬ 
ment in cash, and the indigenous bankers provide the finance. 
Generally, these bankers or shroffs take up these goods on account 
of merchants in the mofussil by paying for them in towns like Bombay 
or Karachi and recover same after delivery. 

Besides advancing money to the local cottage industries and 
small factories, the large types of indigenous bankers atre also lending 
money on deposit to the mill industry, particularly cotton textile. 
Here they frequently arrange with the managing agents to secure a 
siiare in their commission in addition to interest as a condition prece¬ 
dent to depositing a fairly large amount. 

THE BANK OF ENGLAND 

It would also be interesting to state here the position of the 
English banks as in England. 

The Bank of England was established in the reign of William III 
following a period of revolution during which the credit of the country 
had been entirely destroyed owing to civil war as well as want of 
confidence in monarchs like King Charles I and King Charles II, who 
had confiscated for their own purpose money lodged by the public 
in the Elxchequer. William III, though a foreigner, did a great ser¬ 
vice to his country of adoption by introducing wholesome reforms in 
connection with currency and re-establishing peace and stability of 
the government as well as confidence in the State and its integrity. 
This bank originally was started by a grant of the Royal Charter of 
the King. 

The position of the Bank of England as a Central bank is rather 
peculiar The main idea governing the organization of a Central bank 
is to provide a constitution for it that would be directed towards the 
furtherance of public interests, i.e. the interests of the State and 
industry in general. The Central banks in all civilized countries work 
in close relationship to the State (in some States they are conducted 
directly under the guarantee of the Government) and manage the 
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currency of the country, for which puipose they have to manipulate 
gold reserves and adopt various methods for protecting their currency. 
Their stability, in short, is the particular concern of the State to 
which they relate. Generally, all the Central banks of the world are 
shareholders' banks, except in three most insignificant centres like 
Australia, Latvia and Estonia, where Central banks are State banks 
without capital. But, of course, tho right of shareholders, as we 
know them in connection with joint stock companies, are considerably 
restricted here, particularly in connection with the election of 
directors, receipt of dividends and the exercise of various other 
powers. As we have already noticed one of the principal functions 
of a Central bank happens to be the maintenance and care of the 
currency, and the control of the money market in public interest. 

The Bank of England is a shareholders' bank and the shareholders 
are given votes on the footing of one vote for eveiy £500 stocks held 
by them. The Bank of England is the banker of the Government 
as well as the nation, and as such has accounts of almost all principal 
joint stock banks with it. As all the surplus cash and other money 
of each of these banks happens to be deposited^with Bank of England 
the central gold resen^e of the Bank of England is looked upon as 
the gold reserve of England. It occupies a prominent position in the 
London money market. 

The Bank issues weekly a return called Bank Return which 
is practically speaking a balance sheet for every week ending Wed¬ 
nesday. This balance sheet is divided into two divisions, viz. (i) the 
Issue department and (2) Banking department as required by the 
Bank Charter Act of 1844. The Issue department section shows the 
exact notes issued and the securities as well as bullions held against 
them, whereas the Banking section displays the business done by 
the bank, or rather the financial position of the bank on that day. 
The fiduciary " issue is now the issue of notes against securities, 
and not against deposit of gold as was done under regulations which 
were in force before England went off the gold standard. The reserve 
fund of the Bank of England as shown on its Weekly Returns is 
known as the Rest This reserve shows an accumulated figure 
of reserve fund of £3 millions, and from week to week from the 
beginning of its financial year, it keeps on adding to it its balance 
of profits until they are divided by way of dividends. Thus thr 
excess over £3 millions shows the profit made by the Bank fron> 
the beginning of the financial year to the date of the balance sheet 
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or re torn. The Government balances deposited with the bank are 
shown against the heading of pmbKc deposits, whereas money deposited 
by all others is shown on the assets side under the heading of other 
deposits. 


The Money Market 

"Money Market" is a term applied to those people who are 
engaged in lending and borrowing money on what are known as short 
term financial operations such as " call money " or cash at call or 
short notice, which is a loan which may be given with the condition 
that it is repayable on call or on short notice or even for fortnight 
loans are sometimes given and taken by Stock Exchange operators 
and others. In England this section of the money marekt is princi¬ 
pally concerned with discounting of bills of exchange, otherwise called 
the " Discount Market " 

The Differing Rates of Interest Quoted on the Money Market 

The rate of interest quoted on the money market, generally 
speaking, is the bank rate, i.e. the advertised minimum rate at which 
die Bank of England or the Reserve Bank of India are prepared to 
discount bills of exchange. The Bank of England or the Reserve 
Banl; loan rate is a little higher than the discount rate which is also 
quoted on the market. The market itself has a special rate for dis¬ 
counting bills, known as the market rate of discount, which is the 
rate charged by various joint stock banks, bill brokers and hundi 
shroffs. Bank deposit rates are also quoted for interest allowed by 
banks on current account as well as on fixed deposit account. They 
constantly i^ary with the fluctuation of the market. Both the Bank 
of England and the Reserve Bank of India do not allow any interest 
on current account deposits. The interest charged on call money is 
known as " bankers' call rate " This call money may be for over¬ 
night, or day to day, or seven day weekly loans, and the interest 
on this fluctuates or varies with the demand and supply of loanable 
funds on the money market. When money is lent by clearing banks 
to discount houses and bill brokers in London, it is generally left 
permanently with them, though the condition is that the same may 
be called up immediately at the option of the lender. The money 
so lent is known on the money market of London as " good " money. 
On the other hand, clearing bank funds which are available only on 
two days a week are known as " bad " money. Naturally all these 
rates are more or less interdepcz.Jent, and the whole money market 
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generally follows the indication of the Central banks, viz. the Bank 
of England in England or Reserve Bank in India. These Central 
banks also manipulate the money market frequently with a view to 
maintaining their rates of interest for one purpose or other. Generally 
this market deals in the surplus cash lying with various joint stock 
banks which they are ready to invest on short loans. 

The Long Term Capital Market 

The capital market on the other hand is the organization which 
supplies money or funds for long term capital for investment in fixed 
assets sucli as shares in joint stock companies, or mortgages of assets, 
or loans to the Government. Generally speaking, large investors 
Invest or finance corporations and issuing houses d^ on this market, 
though the commercial banks participate to a limited extent. 

Functions of the Discount Houses 

The discount houses are institutions to purchase or discount bills 
before maturity for a sum less than the face value which difference 
is their margin of profit. In England the discount market is made 
up of private firms plus public companies, who do a large amount 
of business in this department of finance. These discount houses in 
their turn borrow from joint stock banks out of their surplus cash, 
in addition to their capital. This lending is done by joint stock 
banks on bills with endorsements of these discount houses. Thus 
these discount houses, practically speaking, play the same part as 
shroffs play in India in connection with hundis. The shroffs purchase 
kundis signed by merchants, and by endorsing them, discount these 
hundis with the Imperial Bank of India, making a profit of a certain 
percentage on each of these operations because they are here, virtually 
speaking, standing guarantee or lending their credit to the merchant 
for obtaining finance. The banks also in their turn prefer this form 
of dealing because they get greater security on the endorsement of 
these well-known shroffs than on the signature of merchants. 

The Activities of the Bill Brokers 

These are firms specialising in discounting bills in addition to 
the discount houses we have dealt with above. The function of the 
bill broker is to act as an agent with a view to bringing the buyer 
and the seller together. These brokers are also known as running 
brokers, because they go from bank to bank with a view to finding 
out the type of bills the banks want to sell and those which certain 
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other banks want to buy. The other bigger firms of brokers act on 
their own account and deal both as principals and agents. In other 
words, they deal in bills on their own account by buying them and 
selling them, and at the same time act as bill brokers pure and 
simple by running between banks and merchants, etc. These brokers 
do not generally make themselves responsible on the bills by endorse¬ 
ments. 


Functions of the Issuing Housts 

Issuing houses are finns which assist the raising of capital either 
on issue of shares and debentures for industry and commerce in local 
companies or for the purpose of foreign borrowets. Frequently they 
purchase or underwrite the shares and securities which are offered and 
re-sell same. The fact that a first class issuing house has purchased 
these securities and is re-selling naturally commands public confiaence 
and facilitates their sale. These issuing houses are experts who, in 
case of industrial companies, make special study of the whole propo¬ 
sition before they undertake the responsibility of underwriting, or 
undertaking the responsibility for providing finance for these (ibm* 
panics. 


Operations of the Accepting Houses 

Besides bankers, man}^ finance firms play the part of an accepting 
house, i.e. they undertake to accept and pay bills drawn upon them 
by a foreign exporter on behalf of an English merchant who happens 
to be importing the same goods to England. Thus the foreign 
exporter getting the guarantee, from a well knowii accepting house 
or bank, which is generally given on a confinned or iinconfirmed letter 
of credit, is not only more safe vdth regard to the payment of the goods 
that he ships for the London merchant but also gets a bill which 
he draws easily discounted at his own centre. If an Indian merchant 
receives a confirmed letter of credit on behalf of the London 
merchant who wants him to export wheat, he could, after making the 
said shipment, draw a bill on the London merchant and get 
same discounted in India on the footing of the guarantee given 
by the accepting house in England. These accepting houses 
enjoy great reputation for soundness and stability of their finance, 
and hence these operations are most easy. As we have seen, not 
only private accepting houses, but also British joint stock banks, 
both local and colonial, are entering into this branch of business* 
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with the result that in England the accei>taxK:e bnaSness is said to 
be largely captured by British banks. 

TK^orkii^ of the IMacoam HailwC 

The discount market is a term appUed to the business consisting 
of bu 3 ^ng and selling bills of exchange or discounting same. It 
embraces all whose principal business is made up of dealings in 
steriing bills in England. The bill broker, the discount houses'and 
acceptiug houses operate on this market 

Pimetiom of the Investment Trust 

This term is applied to companies that have raised capital by 
sellihg shares and have invested the said capital in shares and securi¬ 
ties of other companies with a view to giving the best possible income 
to the buyer of their shares. In other words, these companies act 
as specialists in connection with selecting investments and give the 
benefit of tlieir spedalized knowledge to those who purchase their 
shares. The expenses of management and running these companies 
have of necessity to be kept at the lowest liimt, and it is said with 
regard to British Investment Trust companies that on the average 
their expenditure seldom exceeds 5/8ths per cent of their capital. An 
Investment Trust may be a fixed investment trust in which case 
the securities cannot be changed but must be held as a fixed or 
permanent investment, whereas in case of the ordinary investment 
trusts the said securities are allowed by their constitution, to be 
changed from time to time under expert direction. No doubt in tliis 
case there is a great element of risk if those in whose hands the 
work of changing or shifting the securities is placed are inclined to be 
speculative or partial to some companies in which they themselves 
happen to be indirectly or remotely interested. 

The Mint Pars of Exchange 

In case of countries having a gold standard currency, caint pars 
of exchange are arrived at by comparison of gold contained in 
standard coins of any two given countries. In pre-war days, when 
the metallic currencies of countries concerned were in perfect condition, 
the mint par between Paris and London was 25.22 francs a £i ; 
Berlin and London 20.43 marks a £1 ; New York and London. $4,866 
a £1, and so on. 



S57 


Generid Problems af Finance 

T!ic Specie Points 

The iogical idea here is that the loss on exchange between two 
given ctnties should never exceed the actual cost of remitting bullion 
from one centre to tiie odier. i.e. the "specie point". This is 
oecause as. soon as the specie point is crossed, merchants and bankers 
wonldi natoraHy prefer the less expensive method of remitting bullion 
under^such condition. If sometimas on paper, the quotatiom seem 
to exjbecd the specie points, that may be accounted for either by (i) 
the^^dition of currency of the remitting country being debased, or 
(2) me published specie points not being accurate, due to some recent 
fluctuation in freight, insurance, interest rate, etc. Generally speaking, 
such conditions seldom arise because remittance of bullion is the 
most expensive method of settling accounts between two countries. 

The specie points have now totally disappeared, since practically 
every nation is on a theoretical metallic basis. The specie points 
do not operate now in gold standard countries, like France, because 
the restrictions imposed on the movements of gold are severe. Gold 
has become a commodity where imports and exports are influenced 
by a variety of considerations, monetary, exchange and political. The 
use of ac.<«planes for the transfer of gold has changed the old basis 
on which the spede points were calculated. 

CAPITAL AND ITS USB IN BUSINESS 

Capital has been defened by economists as wealth which is the 
result of industry and saving, through abstiiience. Thus every modem 
business wants capital in one form or other in order to produce further 
•wealth through the use of capital. As we have seen in the previous 
chapters of this text, business is carried on either through the efiorts 
of a single individual or that of two or more in partnership or through 
a joint stock company. All these require capital which in the first 
two named cases is brought in by the proprietors who usually manage 
and direct their own businesses. In case of joint stock companies, 
or corporations ag they are frequently called, this capital is raised 
through the issue of shares, debentures, etc. The modim tendency 
of the business and-industriaJ world is to launch enterprises on large 
and in some cases gigantic lines, which employ thousaiKis of men 
and women for manual, technical as well as highly intellectual work 
as specialists, both on the technical as well as the busine^^ side. 
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Finance of a New Buiinest 

In case of new business, small or large, whether industrial concerns 
or business establishments mcluding bankers, merchants, etc., they 
must in the first instance calculate and arrive at actual amount of 
capital necessary for all purposes arni formulate the plan by which 
the same is to be secured. Once this is done much will depend on 
the proper use of capital secured, for success of the business concerned. 
It is frequently stated that the failuie of an enterprise is more fre¬ 
quent in case of business or an industrial concern through improper 
use of capital than through insuflSdent capital. In the calculation 
of adequate capital for concerns of different types, varying considera¬ 
tions win come into play. A trading business may require a certain 
quota of capital, whereas in cases of large manufacturing, mining, 
banking, etc., concerns, the demand for capital outlay is much larger. 
When instead of beginning an entirely new business and working it 
up to success, the want of profits in earlier years of the concern's 
existence has to be taken into calculation, whereas in case of a 
company formed to take over an established concern with a view 
to work and e:q)and it, the capital calculation must include additional 
item of goodwiS which has to be paid to the vendor of the old concern 
for his name end established reputation which guarantees the conti¬ 
nuity of a successful business from the very start if attended to 
with the necessary skill and care. Where expansion of this established 
business is also in ccmtemplation the necessary capital for that purpose 
must also be provided for. 

JOINT STOCK COMPANY FINANCE 

( In case, of joint stock compames, as we have already seen, the 
necessary capital is usually secured thfough issue of shares^ This 
capital is provided for by the shareholders who are the proprietors 
of the concerns and the capital thus secured is therefore called " Pro¬ 
prietors' capital" Wh«Q in addition to shares issued, debentures 
are also offered for subscription in order to secure additional capital, 
the debenture-holders are creditors of the concerns. These debenture- 
holders receive a fixed interest, as agreed, during the term or period 
for which the loan, is taken irre^)ective of whether the concern is 
making profits or nc4j /tGenerally the debenture-holders are also secured 
creditors and as sucn are given a " specific " or " floating charge " 
or both on some or all of the assets of the companyy This debenttue 
capital is usually called " Outside capital Whan the company 
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becomes a working unit it gradually builds up reserve funds from itsi 
surplus profits. These '‘reserve funds'' together with dividends 
declared, but unclaimed by shareholders, plus balance of undistri¬ 
buted profits carried over to the next financial period form an addi¬ 
tional capital ji/hkh would fall under the heading “proprietors' 
capital "jf-as virtually speaking it belongs to the company and its 
propiietors^on the other hand credits obtained by the company 
through those with whom they deal namely suxxdiy creditors, bills 
payable, debenture interest due but not paid, fall under the heading 
of “Outside capital". In case of banking companies the current 
deposits and fixed deposits fall under the same heading. 

The amount of share and other capital of joint stock companies 
is displayed in their balance sheets on the “ Liabilities side ", viz. on 
the left hand side and the assets are shown under separate headings on 
the “ Assets side ", viz. on the right hand side of this statement. ViTfie 
assets such as land, building, plant and machinery, investments held 
against reserve funds, furniture etc., are known as “ Fixed Assets ", 
because through the use of these assets the profit is madeV^ Stock 
on hand, manufactured or in process of manufacture and raw material 
in case of manufacturing concerns and goods in warehouses in case 
of purely trading companies, sundry debtors and bills receivable, 
are known as “ Circulating capital ", because this form of asset is con¬ 
tinuously changing hands through sales on cash or credit and repur¬ 
chase or manufacture. Items such as G^dwill" fall under d«io- 
minations of "Paper Assets". This figure of goodwill generally 
represents the amount which the concerns paid to the original proprietor 
whose business was purchased as a going concern. This goodwill 
value may remain steady or may increase, diminish or may be entirdly 
lost through the profit-making capacity of the concern being maintained, 
increased, decreased, or lost. Frequently accountants and prudent 
practical businessmen as well as financiers recommend that, in pros¬ 
perous years it would be wise to write off gradually the figure of 
goodwill from accounts year by year, which course is followed by 
many first class business concerns. The same remarks apply to the 
figure of ‘ ‘ Preliminary Expenses '' These preliminary expenses also 
form an item of paper assets, inasmuch as this expenditure 
was incurred at the time of floatation of the^ concern, which 
expenditure could not be written off during the eat^ly years of the 
company's existence due to lack of profits, the samp is show/T on 
the “ Assets side " of the balance sheet with the iWa of writing 
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same ofi gradually during profit-makiiig years. Cash at bank or 
in hand and temporary investments also appear on the balance sheet 
arw 3 are known as " Liquid Assets". 

Methods of Providing Finance for E3q>andtng Business 

There are two methods by which business can be expanded in case 
of joint stock companies. In case of flourishing businesses with large 
profits, good many of our companies, as well as those of Europe and 
America, resort to the prudent business practice of declaring reasonable 
dividends and using a substantial portion of profits for building up 
large reserve funds. These reserve funds are used, as circumstances 
permit, in gradual expansion of business, thus providing additional 
fixed and floating assets,. Many of these concerns have issued fully 
or partly paid bonus shares to oM shareholders front these reserve 
funds, thus converting that much of the reserve fund into share 
capital. In other words, instead of distributing profits in hquid cash 
among their shareholders or proprietors, they distribute the new 
bonus shares to the proprietors. 

The other method of securing capital for expansion is 16 issuo 
new or additional* share capital or to-offer debentures for subscription* 
or both simultaneous^. However, where the company desiring expan¬ 
sion happen^ to be in a flourishing condition, it is but natural that 
issue of additional capital may not be popular with the old share¬ 
holders or proprietor's and thus an option is given to the present 
shareholders to "purchase new shares cither at par or premium, as 
may be expedient in the proportion fixed on the basis of shares already 
held by old shareholders. In other cases debentures are issued which 
are repayable after the expiry of a fixed period at a reasonable rate 
of interest which is generally a mucli lower rate than that of divi¬ 
dends paid by the company to its shareholders. Here the advan¬ 
tage is that finance is obtained at a lower rate of interest. If, on 
the other hand, share capital were to be issued to outsiders of the 
same class as that held by old proprietors, these outsidecs would 
naturally stand on equal footing with old shareholders. There is 
now one other and newer method of obtaining finance through shares 
issued for a limited period under the 1936 amendment of our Indian 
Companies Act of 1913. Under the amended Act, redeemable pre¬ 
ference shares can be issued, in case of expansion, which shares carry 
a fixed percentage of preference dividend and are redeemable at the 
expity jpf the period fixed. Here the dividend would be fixed, say 
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to abotJt 5 per cent as against 15 to 20 per cent paid to the ordinaiiy 
shareholders, and at the same time without encumbering any of 
its assets the company obtains the necessary finance at a reasonably 
low rate. In Indian company finance where the managing agency 
system, with which we have dealt in previous chapters, predommates, 
the managing agents provide finance by pledging their own credit 
through guarantees to banks, etc. In case of some companies floated 
with inadequate finance, the practice of taking fixed deposits from 
the public at rates a little higher than those offered by banks was 
frequent, particularly in case of companies working cotton textile 
mills. The tendency, however, is to provide sufficiently large capital 
from the beginning and it is hoped that this deposit system will 
entirely disappear from our mill industry in the near future as this 
is decidedly an objectionable system of finance particularly in case 
where the capital thus obtained is locked up in fixed assets or when 
large money-lending deposits are given a share in the commission 
•amed by managing agency firms. Fortunately this is now restricted 
to a very small number of companies and displays healthy signs of 
early disappearance. 

Other Impoftant Sources of Business Finance 

I We have seen how capital is procured for business concerns. 
We shall now deal with institutions which provide short or long 
termed business finance necessitated during the actual working of 
the business of a firm or a joint stock company or an industrial 
concern. The most important of these institutions providing such 
finance are bankers. These bankers are divided into (i) Commercial * 
banks, (tr) Money-lending banks or companies, also known as finance 
corporations, and (in) Indian indigenous bankers in this country.) The 
indigenous J^ankers have been already dealt with in this cnapter 
in great details. We have also dealt with joint stock banks, including 
exchange banks, in this chapter. In our country most of the joint 
stock banks are commercial banks in the sense that they finance 
short term business finance and are prepared to give temporary accom¬ 
modation only, and that too to their own current accounts customers. 
Thus money-lenders or money-lending institutions may be distinguished 
from commercial banks inasmuch as the first rmned are prepared 
to finance on long term bases on proper security such as long dated 
mortgages, etc., or even personal security. In spite of the above- 
mentioned avenues of finance and banking where commorcial banks 

at 
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refuse finance, other institutions had perforce to come on the scent* 
The state at the earlier stages stepped in to a certain extent, but 
later, co-operative credit societies in case of smaller industries and 
small agriculturai holdings, began to fill up the gap. In case, how¬ 
ever, of requirements of large industries and large landholders these 
agencies were found not to be adequate, with the result that industrial 
and mortgage banks gradually came on the scene. 

What is an Ideal Industrial Bank ? 

The primary object of industrial banks is to provide finance for 
large and small scale organized industries. The extent to which this 
financial assistance can be given depends upon the type and nature 
of the organization. The ideal industrial bank is one which provides 
finance both for the “ block " capital as well as for the “ floating 
capital. The capital of these industrial banks may be raised either 
through the issue of shares or partly by shares and partly through 
the issue of debentures. The deposits received by these institutions 
are mostly long term deposits. Here short term deposits are utilized 
only for the purpose of lending money for floating capital to indus¬ 
trial concerns, the mode of providing finance to new industrial con¬ 
cerns is through the underwriting of shares of industrial companies 
or purchase of their debentures. Direct loan on proper securities is 
also an additional method. 

In India a number of industrial banks, or banks calling them¬ 
selves by that designation, have been floated. Some of these are 
trying to imitate the German industrial banks, but most of them 
are doing a sort of mixed banking business. Unfortunately, as far 
as can be judged from the results, not much progress of the type 
which one would like to see in this country in this branch of banking 
has been done. The Central Banking Commission recommends the 
establishment in each province of a provincial industrial corporation 
with branches with the province and working capital initially, or 
permanently, supplied by the Provincial Government itself. This 
recommendation was based by them on the assumption that the impend¬ 
ing changes in the constitution of India in contemplation at the 
time will obviate undue interference on the part of the Central 
Authority with the borrowing powers of the provincial governments 
as may have taken place in the past. The assistance should be given 
to such enterprises as will benefit the public and add to the productive 
power cft the province and provide employment for its people. The 
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probable advantage to the promoters of the industries should not 
at all be weighed in the balance in this connection. They prefer 
that the corporation should obtain its share capital, as far as possible, 
from the public ; but that considering the present circumstances in 
India the Government should take such portion of the share capital 
of the corporation as cannot be raised by public subscription. They 
do not approve of the suggestion that the Government should guarantee 
the share capital of the corporation or the dividends on such capital, 
as in their opinion the provision of share capital by Government 
would give greater confidence to the public than either of the above 
two measures. They think that the shareholders of such a corpo¬ 
ration should be prepared to go without dividend for a certain initial 
period, and they do not think it reasonable to expect Government 
to guarantee dividehds on shares in regard to the industrial corpo¬ 
rations they recommended. On the contrary, in their opinion, it 
would be cheaper from the point of view of the corporation that 
Government should borrow and supply any deficiency in share ^pital, 
than that the corporation should raise the whole of the share capital 
even with the Government guarantee of the dividend. This share 
capital, according to them, should be supplemental to debenture capital 
not exceeding at the outset twice the amount of share capital. la 
their opinion there should be no dilficulty if the corporation is sound. 
Here they recommend that if found necessary the Government should 
offer a guarantee of interest on these debentures. The guarantee here 
may be a limited guarantee, e.g. limited to the first issue of debenture 
or limited to a certain period of currency of the debenture issues. 
These debentures need not be given the status of trustee securities. 
They state that the industrial corporation they have suggested may 
secure additional resources by long term deposits from the public, 
but an Unmediate beginning with deposits for less than two years is 
undesirable, as it was their intention that the proposed corporatioa 
should specialize in the provision of long term capital to industries 
which should continue to obtain their working capital from existing 
institutions. They further suggest that when long term deposits are 
taken, the money thus acquired should not be lent out for longer 
periods than the currency of deposits. In order to safeguard the 
interest of the Government they suggest that the Government should 
be represented on the Board of Directors of this Corporation by a 
representative or nominee, though they do not approve of such! 
Board, but the representative may, if he does not agree with tba 
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majority of the Board of Directors, refer the matter to the Govern¬ 
ment on an important question such as the increase or reduction 
of capital, granting of loans in any particular cases and appointment 
of chief officials of the corporation. 

Besides recommending industrial corporations for each province the 
Central Banking Commission has further hinted the formation of an 
all-India corporation to secure proper " liaison " in the matter pf 
finance and a direct connection with the large spending departments 
of the Central Government. This is because the Commission thinks 
that it would be necessary for the expansion of industries to have 
co-relation for the said industries with railway rates, customs, stores, 
produce and other policies of the Central Government. 

The Agricultural Credit and Mortgage Banks 

Considering that the proportion of the population of India living 
on agriculture is very large (it was 6i per cent in the year 1891, and 
rose to 66 in 1901 and 73 per cent in 1921, arul it is said that this 
percentage has gone higher since that date) the importance of providing 
ample finance for our rural population dependent on agriculture and 
land b enormous. The farmer or the agriculturist requires both short 
term and long term finance and the security for such long term credit 
which he can offer is the land itself. This is exactly the type of secu¬ 
rity which a commercial bank mostly considers unsuitable because of 
the dififtculty of being able to sell same with a view to realize the loan 
in case of default. The other reason is that legislation in India imposes 
at present various restrictions on the right of transfers of agricultural 
land. The agriculturist in India may be a cnltivating proprietor, i.e. 
the landlord who has a freehold interest in the land, or he may be 
one who works at or cultivates other peoples’ land under tenures and 
sub-tenancies recognized by customs or law or both. These ptTuliar 
conditions of the agricultural industry make the application of the 
usual bank finance even more dilficult in this country than in others. 
It is thus that even in advanced countries, like England, America, 
etc., it was found that ordinary credit machinery in case of the agri¬ 
cultural industry has to be treated as a special question requiring 
special organization and even special legislation. 

Generally speaking, the agriculturist wants credit on short terms 
to meet current outgoings and to facilitate production such as buying 
of cattle, agricultural implements, manure, seeds, expenses of tran- 
spoliation, of land, etc., as well as long term credit 
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in form of fixed capital to be invested permanently in the purchase 
of land, acquisition of costly equipments, consolidation and improve- 
ment of holdings and repayment of past debts. Over and above 
these, credit facilities both short term and long term are necessitated 
for the purpose of marketing and movement of produce. The short 
term loan is purely seasonal in character, whereas what are called 
intermediate credit may be for a period of from one to three yeaurs. 
The long term credits would entirely depend upon the capacity of 
the borrower to repay same by instalment. In, European countries, 
viz. Finland. 30 years are allowed for repaying such loans. 33 
Chile, 36J years in New Zealand, 42 years in Switzerland. 60 years 
in Denmark, 63 in Hungary, 68 in Ireland and 75 in France. The 
agriculturist in India obtains the finance from money-lenders, indige¬ 
nous bankers, co-operative organizations. Government in certain cases, 
commercial banks including the Imperial Bank of India, e.xchange 
banks loan offices in Bengal. Nidhis- and Chitfunds in ^ladras. 
We have already dealt with indigenous banking and the service which 
indigenous bankers or money-lenders render in this connection in great 
detail in a separate chapter. In the opinion of the Central Banking 
Commission, the efforts of indigenous bankers deserve encouragement 
and help. 

LAND MORTGAGE BANKS IN INDIA 

The idea of having a number of proper and large land mortgage 
banks on the footing of similar institutions in advanced countries is 
of late developing into shape. The original idea of solving the problem 
of rural indebtedness was discussed years ago by prominent public 
men of the time such as late Sir Dinshaw Watcha, late Justice 
R. G. Ranade and late Sir William Wedderbum. Later on, late 
Sir Lallubhai Samalclas actively took up this question earnestly as 
far as Bombay Presidency was concerned. At the early stage it 
appears that attempts were made in the form of meeting the wants 
of the agriculturist through the working of Co-operative Societies Act 
of 1940. Jn the year 1911 late Sir Lallubhai Samaldas with late 
Sir Vithaldas Thackersey started the Bombay Provincial Co-operative 
Bank with the Government help, inasmuch as the interest of deben¬ 
tures up to three times the share capital of the Bank and the maximum 
of twenty lakhs of rupees was granted by the Government of Bombay 
Similar efforts were made in Madras through Co-operative Credit 
Societies to finance the agriculturist as well as in Punjab and other 
centres. However, the assistance to the agriculturist of finance was 



56S Bttsinefis 

mostly coi^ered here to his current agricultural needs as wdl a? 
the assistance in connection with redemption of their debts in 
selected cases. However, what the agriculturists in this country 
largely required and does require at present are regular land 
mortgage banks which can porvide them with long term finance 
for improvement of their lands, purchase of costly machinery 
and similar purposes for which loans may be arranged to be 
repaid conveniently by them in easy instalments spread over a 
number of years, through the help of tlie increased income obtained 
by them from these lands. In addition, long term loans are also 
required by the agriculturists for redemption of old debts in one 
form or other due to the fact that our agriculturists are heavily 
indebted to the Sahukar and other grasping money-lenders through 
whose clutches it is very difficult for them to extricate themselves 
without active assistance by this type of institutions and without 
active co-operation of the State. However, here it should not be 
lost sight of that the real object of a land mortgage bank is " to 
lend money in order to finance improvements and not to liquidate 
previous debts " as rightly pointed out in the Bulletin No, 2, page 56 
of the Reserv’e Bank of Inffia, Agricultural Credit Department. This 
function according to that authority should only be undertaken, where 
necessary to make possible the former function, viz. agricultural 
improvements. Many co-operative credit banks have been " com¬ 
pelled to realize their securities and have become encumbered with 
unsaleable lands " through neglect of this important principal. Thus 
in case of agricultural indebtedness the land mortgage banks formed 
under independent auspices cannot venture much further, but here 
lies the primary duty of the State which should either directly or 
indirectly assist the agriculturist in the redemption of his debts. Con¬ 
sidering the fact that the principal industry of this large country is 
agriculture, on which not only the prosperity of the State but also 
that of the large agricultural population depends, and any material 
assistance which the State can give in this direction will ultimately 
be repaid through the improved purchasing powers of this large 
population. The State can also utilize its increasing revenue more 
liberally towards nation-building activities to the general benefit of 
aH. Hence the problem of land mortgage banks and State assistance 
through them is of peculiar importance both to the student of banking 
and those interested in this country's prosperity. The land mort¬ 
gage banks wherever they exist obtain their funds either tbrougli 
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a direct loan granted to them by the State or throngh obtaining 
finance from the public, either in form of shares or debentures th« 
interest on the last named being guaranteed by the State. In cases 
where the State assists the bank by providing the whole finance, 
naturally the scope of the bank is curtailed and limited compared 
to that of an independent land mortgage bank obtaining from the 
public on business lines, and getting the assistance no doubt in case 
of these institutions is most necessary particularly at the early stages. 
It is gratifying to note that this assistance had been given liberally 
in India as we shall see later when discussing specifically the develop¬ 
ment and the present position of our land mortgage banks in different 
parts of India. 


CHAPTER XVI 

MARKETS AND MARKETING 

Markets, generally speaking, may be either Commodity 
Markets " or Markets for manufactured goods The other divi¬ 
sion is Wholesale Markets and '' Retail Markets There are 
also markets for * semi-manufactured * articles. 

Markets for Commodities 

The Commodity Markets are markets where agricultural produce 
or commodities are sold wholesale. In case of many of the most 
important commodities such as cotton, the produce has to be graded 
and frequently the gradation is accompanred by the name of the place 
and country where the produce has been grown. The cotton market 
is not only a local denomination, but practically a world market in 
the sense that all over the civilised world where cotton is required for 
manufacture in yam^ thread or cloth. Virtually speaking, uniformity 
of price in quotations prevails, and any rise or fall in price at an 
important location is immediately reflected through cables and tele¬ 
grams all over the important marketing centres of the World. Liver¬ 
pool and Manchester are famous aH over the world as the most import¬ 
ant exchanges for cotton. The Mincing Lane is the world's important 
central market for rubber^ tea, coffee, etc. Tlie prices current oti 
these markets are published in. daily newspapers as weE as in track 
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journals together with quantity and quality sold. The market reports 
are also issued by large associations of cotton merchants wherein the 
available information as to the forecast of the crop as well ^ the 
actual result of cotton picked, and the existing stocks, eto. is pub¬ 
lished. The same is the case with other important commodities with 
a world wide interest in buying and selling. 

No doubt, in modern markets more or less different conditions 
exist. That was the case with the past' generation. In older days, 
when there was no facility of telephones and telegrams, the markets 
constituted a convenient meeting place for merchants who crowded 
there at certain hours of the day in order to buy or sell. To a smaller 
extent this practice prevails even today in certain important markets 
sucii as our Indian Cotton Exchanges, the Stock Exchanges, etc., 
but through the use of telephones and telegrams, a large quantity of 
business, which in the past had to be done on the floor of the 
exchanges, is now put through telephones and even telegrams—thanks 
to th3 ready assistance of the^e very rapid and convenient means of 
communication. The result is that in the case of good many markets, 
localized dealings have been entirel}' abandoned. 

Markets for Manufactured Goods 

In the case of manufactured goods, there are special markets for 
wholesale dealings as well as retail sales. We shall deal with the 
details of the operations in the manufactured goods maurket a little 
later. Manufactured goods, as wc have already noted, may be goods 
which are completely manufactured or semi-manufactured. For in¬ 
stance in case of cotton goods, certain mills specialize in manufacturing 
yam of various denominations and quality, which is sold in the whole¬ 
sale markets as a semi-manufactured comnriodity and then bought by 
other mills which specialize in weaving or manufacturing cloth. Thus, 
there are cotton, yam and doth markets respectively. Even in semi¬ 
manufactured articles there are gradations as in the case of yam, 
which is graded not only on the footing of counts, but also on that 
of the type and quality of cotton from which the yam is manufac¬ 
tured. Manufactured as well as* raw commodities are sold either on 
the footing of gradations or on the basis of samples. In case of sale 
by sample, the agreement implies three conditions, namely, (i) that 
the ljulk shall correspond to the sample on quality ; (2) the buyer 
shall have a reasonable opportunity to compare the bulk with the 
sample, and (3) the goods shall be free from any defect rendering 
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them anmercantable which is not apparent on reasonable examina¬ 
tion of the same. 

The first two requirements mentioned above hardly need any 
explanation ; but in case of the third, an illustration would clear all 
doubts. In one case, shirting was sold on the footing of a sample, 
and goods were delivered which answered the first two requirements, 
but the third requirement could not be gauged on a reasonable exa¬ 
mination of the bulk with the sample. Here in the cloth an amount 
of china clay had been introduced by a clever chemical process so 
that the cloth resembled that used for shirting and the defect was 
not apparent on examination of the cloth with the sample. When, 
however, the cloth made into shirts was used and washed, the china 
clay was washed out and the shirts became practically unusable. It 
was held that the seller had not carried out his contract because all 
the three requirements necessary on the sale by samples were not 
fulfilled. 

According to Lord Macnaghten, the office of the sample is to 
present to the eye the real meaning add intention of the parties with 
regard to the subject-matter of the contract which, owing to the imper¬ 
fection of language, it may be difficult or impossible to express irv 
words. The sample ^)eaks for itself. But it cannot be treated a? 
saying more than such a sample would tell a merchant of the class 
to which the buyer belongs, using due care and diligence, and appeal¬ 
ing to it in the ordinary way and with the knowledge possessed by 
merchants of that class at the time. Pulled to pieces and examined 
by unusual tests which curiosity or suspicion might suggest, it would 
doubtless reveal every secret of its construction. But that is not the 
way in which business is done in this country {Drummond v. 
Van Ingen, (1887) 12 App. Cas. 297). 

A large number of commodities are sold by sample, particularly 
in cases where they have a world wide importance and are more or 
less of uniform character. Frequently samples are drawn from the 
bulk when shipments are received, and sale is effected on the footing 
of samples drawn from the bulk particularly in the case of commo¬ 
dities such as grain, wool, etc. 

Advantages of Grading and Standardization 

In the case of manufacturing concerns, grading and standardiza¬ 
tion is more easy to settle and maintain in accordance with the 
requirement of the market. But in case, however, of agricultural pro* 
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ducts that is not the case because as the production here is under 
the control of natural processes which vary with climatic conditions, 
soil and control and supervision exercised. In fact with all the efforts 
of scientific marketing and the use of ploughing machines of the latest 
design, there cannot be a guaranteed type of uniform production with 
the result that gradation here is most essential and takes the form 
of classification of each 13^0 by sorting the products into groups on 
the basis of quality. 

This grading of agricultural products eliminates the waste caused 
through uselqss and inferior or degenerated portions being eliminated 
at the very source for which otherwise transit and floating charges 
would have been incurred as a dead loss. The grading also improves 
the sales as the product is offered in its best condition as to quality. 
In these days branding which has been for the most part restricted to 
manufactured goods only, has now entered the domain of agricultural 
products and thus we have " Robinson’s tomatoes ” or Johnson’s 
apples ** or William’s sweet lime each packed in light tissue paper 
and rubber stamped with the name and brand of either the farmer 
or the wholesale merchant who buys from the farmer and sorts and 
packs the same. In the case of agricultural products such as tea, 
cotton, com and other products such as metal, wool, etc., sales on 
the basis of grades fixed are pdpular on the wholesale markets, not 
only by sample for ready goods, but also in futures, i.e. on forward 
contracts. 


FUTURES AND SPECULATION 

As we have seen above, futures are forward contracts in commo¬ 
dities as well as in manufactured articles. Frequently good propor¬ 
tion of these forward contracts are no doubt speculative in the sense 
that a certain amount of risk is taken by those who enter into these 
transactions. The word speculation is, of course, interpreted in various 
ways. In fact, every business has some amount of speculative ele¬ 
ment within it- There are also speculative transactions of people who 
act on tips and advice of friends without calculation, but dealings 
in future by businessmen on contracts are entered into after sufficient 
and careful calculations as to what the future productions in raw mate¬ 
rial as well as manufactured articles is likely to be in the months to 
come, as balanced by the likely demand from consumers. Such tran¬ 
sactions arc not only legitimate but advantageous to the business 
world from various standpoints. The dealings in future in ^forward 
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pnrchases and sales on an open market helps to bring about an equi¬ 
librium in supply and demand and make it possible for eveiyone to 
secure a quotation either for ready purchase or sale or for a deal or 
contract for future delivery. These transactions also make it possible 
to enter into what are known as " arbitrage operations which mean 
buying in one market at a cheaper price and selling the same in 
another at a higher price, thereby making a profit. 

These dealings in future are of great advantage to manufacturers 
who have to enter into forward contracts for supply and delivery of 
manufactured articles in the months to come, to purchase the raw 
material which may be either cotton, wool, wheat, rice, iron, steely 
etc., by entering into future contracts of purchase of these raw mate¬ 
rials and agreeing to sell the manufactured article to the wholesale 
buyers in the months to follow at prices calculated on the basis of 
the cost of raw materials, plus the cost of manufacture known as 
direct expenses the indirect expenses and his margin of profit. 

What Is Hedging ? 

Hedging is a process by which a manufacturer protects himself 
against losses on goods manufactured and for which he has entered 
into contracts to deliver at a future date. Thus if a manufacturer 
has given a contract in January to deliver certain goods in March he 
protects himself against a rise in price of raw materials, by February 
or March, by buying the raw material by a future purchase for delivery 
of goods in the month of March. The result is that if the raw mate¬ 
rial price has gone up in March, he no doubt loses on his manufac¬ 
tured article which he has to deliver in March, but on his future 
purchase of the raw material which has risen in the market he makes 
a profit and thus he sets off the loss on the one with the profits of 
the other. These are well-known operab'ons usually entered into by 
our cotton mills in India in connection with purchase of cotton for 
manufacture into yam or cloth. No doubt the majority of dealers in 
future settle their contracts by payment of differences, but there is 
no doubt that hedging contracts are rendering a good service to the 
manufacturing industry. 


The Clearing House 

Wherever future transactions are entered into whether on the 
produce market or on the Stock Exchange or in case of manufactured 
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or half>manufactured articles such as yarn, cloth, etc. some sort of 
" clearing " has to be effected. This clearing is done through a 
department known as the Clearing House by whfch the transactions 
where delivery is not taken or given are settled by ascertainment and 
payment of differences. In the case of each contract, a number of 
re-sales are made to different people as the price falls or rises and 
the Clearing House helps to eliminate all the intermediate parties 
bringing the original seller and the last buyer together for a final 
settlement. 

Dealings in futures are undoubtedly a form of speculation, but if 
they are indulged in, in moderation, without trespassing into pure 
and simple gamble, they no doubt render good service to the whole¬ 
sale market as well as to the manufacturer as we ha've seen above. 
The other advantage is that there is always a price quotation avail¬ 
able for the article dealt with In futures for a person who wants to 
buy or sell. The objection taken by some against this form of dealing 
arises from the fact that in the majority of cases futures are dealt 
with by persons who want to benefit or profit by manipulation of 
prices and bringing about fluctuations in their favour. However, 
on the Stock Exchange of Bombay and other Stock Exchanges in 
India, members of the Stock Exchange or share-brokers who deal 
on their own account or on that of their clients buy and sell *' on 
accouat i.e. for future delivery on settlement day, are bound 
to take or give delivery to the buying members with whom they 
have entered into contracts and thus it is argued that these transac¬ 
tions are not wagering transactions in law. 

MARKETING OF MANUFACTURED ARTICLES 

The marketing of manufactured articles is done in the country 
of manufacture by the manufacturer’s Selling Department which 
is in the hands of an officer called the Sales Manager. The Sales 
Manager may have Assistant Sales Managers and other executives 
under him such as an Advertising Manager, and the Advertising 
Department under him, an army of Salesmen and the office staff. A 
certain area is covered by the manufacturer’s own head office by 
sending their salesmen to various territories which are assigned to 
them. Thus in particular territorios there may be one salesman or 
more who are directed to work, push the goods and secure orders. 
In case of those districts of the countiy of manufacture, where there are 
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wholesalers with considerable influence among retailers, these whole¬ 
salers are appointed * Selling Agents with or without monopoly 
of Sole Agency and these Selling Agents sell the goods through 
the help of Salesmen engaged by themselves. In these cases also 
the manufacturer has to help the Wholesale House ia most case® by 
advertising nationally and particularly in the district as may be neces- 
saiy and supplying him with selling literature such as window cards, 
circulars, price lists for consumers, price tickets and other advertising 
material. In the districts where the sales justify the manufacturer 
opens his own branch office with a District Sales Manager in charge 
and with a number of salesmen and staff attached to that District 
Branch Office. In case of foreign countries the usual practice is to 
secure a native of that country as Agent and give hiip the Agency 
until such time as the demand for the goods is sufficiently large and 
the prospects of the branch office being opened there are bright. 
Wffien his position in the foreign territory is well established the 
manufacturer may consider whether he should establish his own 
branch office, but in the majority of cases the manufacturers have 
found that with satisfactory Selling Agents in foreign countries they 
are better off from various standpoints, viz. additional capital has 
not to be sunk and an elaborate and expensive organization has not 
to be maintained, and that too at a distant place. 

The salesmen generally are paid a salary and a commission plus 
travelling expenses. A system has now grown up by which instead 
of railway travelling within a certain area the salesmen are encouraged 
to travel in motor cars driven by themfeelves which cars are either 
supplied by the comp)any or are purchased by the salesmen them¬ 
selves. In the first case the manufacturer meets all the expenses 
of maintaining the cars and keeping them running whereas in the 
second case where the salesmen haye their own cars they are given 
an allowance for the use of their cars, repairs and petrol consumption. 

Large firms adopt the habit of recruiting their own salesmen from 
young men suitable for that work and make them work under senior 
salesmen by whom they are gradually trained up. Visits to factories 
are also arranged and frequent conferences are held at the head 
office where the problems of selling and marketing as they arise from 
week to week are discussed by the principal executives along with 
the sales staff and thus mutual experiences are exchanged and directions 
given by the executives which are most valuable to the selling stafL 



574 Business Organization ' 

The policy of the firm or the company in various departments of 
selling, such as credit, if any, to be given to customers, discounts 
allowed, and the system of packing, advertising, delivery of goods 
whether free or to be charged, etc., are frequently discussed with 
the salesmen who are in the best position to guide the Marketing 
Department in various directions. The salesmen's executives also pre¬ 
pare what are known as Sales Bulletins and through them instruct the 
sal^men from time to time as to new changes, new competitors, etc., 
and as to how to deal with them. 

Assembling Articles for Convenience of Sale 

The manufactured goods are generally taken to the market so 
that they may be sold on the footing of the brand or name of the 
maker. The assembling of articles by^ wholesalers, manufacturers' 
agents and even branch offices of manufacturers is effected at different 
locations from which locations the retailers purchase their require¬ 
ments as to the numerous articles required by consumers. The retailers 
in their turn assemble in their shops in various locations these articles 
for the consuming public to purchase. To take an illustration, a 
grocer would have all brands, types and quality of articles relating 
to his trade ready for sale in his shop, whereas the department store 
as a universal provender has no limit as to the number, type, brand 
or class, or the variety of goods the store offers to its customers. In 
the case of agricultural products such as wheat, rice, cotton, tea, etc. 
the practice is that merchants purchase same from the agriculturists 
and bring them to certain locations where they are sold wholesale. 
From these wholesale centres merchants from various towns and country¬ 
sides come to these centres and make their purchases. There are 
others who want thfese commodities for exporting to foreign countries 
from India and thus take them to ports like Bombay which are our 
large shipping centres and the export houses in these ports either 
purchase these goods on their own account or receive them for sending 
them on consignment for sale to foreign centres on account of the 
merchants concerned, to large selling agents overseas. There are other 
cases where large buyers in Europe and America order out on running 
contracts with Indian export houses, against which orders these export 
houses buy our produce from large Indian merchants. The financing 
of these export shipments is largely in the hands of Exchange Banks 
which are outside or foreign concerns commanding a virtual monopoly 
in this branch of banking. As the bulk of this export finance is 
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in the hands of these banks, the result is that most of this export 
business is also in the hands of British and Foreign Export Houses. 
Banks managed by Indian Managers and Directors like tb^ Central 
Bank of India, Ltd. have repeatedly tried to get into the Indian 
exchange banking market, but for one reason or other they have 
unfortunately not succeeded It is hoped that the time will soon 
arrive when we can boast of our own banks doing exchange business 
and finance all our exports so that a number of Indian Export Houses, 
strong and influential, may eventually come into existence. 

THE FINANCING OF CROPS GENERALLY 

In connection with the internal financing of crops, our indigenous 
bankers play an important part all over the country. The village 
trader, in case of less enlightened villages, lends money on growing 
crop and ultimately purchases same himself. He then sends out the 
surplus, after keeping a portion of the produce for sale locally, to 
the town to a trader who is also a banker. . From here the produce 
is sent out to outlying centres and hundies are brought into play. In 
case of more enlightened villagers, who have not borrowed from the 
village trader, the produce is sent to towns to the exchange marts, 
otherwise known as Mundis, Here the produce is purchased by a 
variety of persons such as merchants from towns, their buying agents, 
and indigenous bankers who are either buying for their clients 
themselves. Purchases are generally made here for cash, as tho 
villagers prefer that form of payment. 

In the internal financing and movement of the crop the Shroffs 
play an important part in the indigenous financing scheme by dis¬ 
counting Darshani Hundies accompanied by railway receipt. Frequently 
consignments are sold to the same shroff. The advance by banks 
against these goods are not freely given and hence the shroffs render 
a particular service to merchants in connection with the movement 
and distribution of our crops. The hundies in connection with these 
transactions are worked in the following manner as described in 
Bombay Provincial Banking Enquiry Committee's Report, 1929-30, 
Para, 161, Vol. I: — 

The purchaser makes pa3mienl by purchasing in his town hundies 
payable at the place of the sender, but if such hundies are not avail¬ 
able, he secures and sends the seller handies on Bombay or wherever 
a merchant has business connections. While in some cases the hundies 
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represent a real movement of crops, in several cases they represent 
loans given to the merchant or trader by the indigenous banker. Simi¬ 
larly, the shroff finances the seller by advancing certain percentage 
of the value of the goods. Godown facilities are sometimes available 
in gins and presses. Trade bills drawn by sellers on buyers are in 
use. Acceptance credit for the purposes of internal trade is not deve¬ 
loped in the Province. It would help the individual trader consi¬ 
derably if his bills in respect of good outstanding accounts were really 
discounted and converted into cash as is done in other countries." 

The shroffs in their turn borrow their additional capital from 
Joint Stock Banks as well as from the Imperial Bank on their own 
credit. What generally happens in connect on with the Imperial Bank 
is that shroffs rediscount hundies, which they purchase with the 
Imperial and other banks on their endorsement. It is said that Multani 
Shroffs get the largest accommodation from the Imperial Bank in 
connection with rediscounting of hundves in this Presidency. Those 
shroffs who are on the approved list of tliese banks receive accom¬ 
modation up to certain limits at the ruling rates of interest. They 
generally get their advances on demand promissory notes, signed 
at least by two of them, or one shroff and one merchant. Accommo¬ 
dation is also given on hundies drawa on merchants with the shroffs' 
endorsement. The period for which the accommodation is given is 
usually sixty days. In the city of Bombay itself, the shroffs also 
rediscount bazaar bills, which they have either received as security 
OU advances, or have otherwise acquired. 

The Intermediary through Whom the Goods are 
Sold on the Market 

The Intermediary through Whom the goods are sold are: (*) 
Factor (iV) Brokers, (izi) Commission Agents, {iv) Auctioneers and 
(n) Del Credere Agents, 

A factor is defined as an agent employed to sell goods or 
merchandise consigned or dehvered to him or for his principal for 
a compensation " (" Storey on Agency " Sec. 33. ) 

A broker is defined by the same authority to be "an agent 
employed to make bargains and contracts in matters ol trade, com¬ 
merce, or navigation between two parties for a compensation commonly 
called brokerage " 
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It may be added here that the difference between a factor and 
a broker is that in the case a factor he has the possession of the 
goods he is asked to sell, whereas a broker has not. A factor generally 
sells goods in his own name, but a broker generally has not that 
authority. A factor receives payment and gives valid receipt, and 
having the possession of the goods he has an insurable interest in 
them. For the same reason, he has a lien on these goods for the 
charges that may be due to him. A factor makes advances on the 
goods in his possession. A broker, on the other hand, is only an 
agent for the purposes of sale, or purchase, on behalf of his principal, 
and when he enters into a contract he enters the terms of his purchase 
or sale in his memorandum book. He then makes out a Bought 
Note and Sold Note ’'-^which must be written out in the iden¬ 
tical terms—signs and sends them to the buyer and seller respectively, 
which, if they agree, would constitute evidence of the agreement 
between the buyer and the seller. In case the bought and sold 
notes differ, the entry in the broker's book would constitute the 
contract. [Southwell v. Bowditch, (1876) i C.P.D. 374]. The broker 
when authorized to sell or buy has the implied authority to act on 
the usages of the market concerned and bind his principal unless 
such usages are unreasonable or unlawful. [Cropper v. Cook, (1868) 
L. 3 C.P. 194] A broker is not liable on the contract he enters 
into as a broker even though the name of his principal is not disclosed 
in the contract note. [Southwell v. Bowditch, (1876) i C.P.D. 374.] 
A custom of the market may, however, make him liable. The further 
point to be noted in case of a factor is that when a factor has 
made advances and his security is impaired by a fall of the market 
or other cause he is invested with a power of sale after due notice 
to his principal, if the principal does not put his factor in funds to 
make up the deficit [Jafferbhai L. Chatloo v. Thomas D, Chctrlesworth, 
17 Bom. 520.] 

•V 

The Commission Agent 

A Commission Agent is generally an agent who acts on behalf 
of a foreign principal and earns his commission for his labour. He 
differs from a broker in so far as the authority to establish the privity 
of contract between his employer and third person is concerned. He 
only buys on behalf of his employer in his own name and receives 
a commission for his trouble. It frequently happens that a commis¬ 
sion agent when he buys goods for a foreign principal gives to the 
37 
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seller an acceptance price and is personally liable for the payment 
of the priee. But in case the principal fails to pay the seller, and 
the agent has to make good the amount, he can sue his principal 
for indemnity, but not for the goods sold and delivered. It has also 
been held that a commission agent for a foreign principal has no 
implied authority to pledge his principal’s authority. 

The Auctioneer 

An Auctioneer is defined by Storey as '' a^ person authorized to 
sell goods or merchandise at a public auction or sale for a recom¬ 
pense ” (*' Storey on Agency ”, Sec. 27). He may be an agent for 
both seller and buyer, and may or may not be entrusted with the 
possession of the goods or property to be sold or of documents or 
title-deeds. Generally speaking, he is the agent for the seller, and, 
therefore, can do all such acts as may be necessary in order to auc¬ 
tion the goods, and when the goods have been knocked down to the 
highest bidder, he becomes an agent for the buyer also. Thus when 
he makes an entry in his book, relating to a sale and signs same, it 
binds both the buyer and the seller. 

A Del Credere 

A Del Credere is one who in consideration of an extra commis-' 
sion agrees to indemnify the principal against loss arising from the 
failure of a person with whom he contracts on behalf of his principal 
through the failure of the third par^. The Del Credere agency 
arrangement may be either express, or implied from the fact that the 
agent was charging an additional commission for the risk called Del 
Credere Commission. 


MARKET RESEARCH 

In early days a manufacturer ot dealer in produce used to rely 
on mere assumption and guess as to what a particular market would 
want. This method of mere assumption and guess is now found to 
be unsuited to modem conditions and the modem manufacturer, 
producer or businessman has learnt now to make sure of what the 
position happens to be on each market through research and then to 
offer on that market exactly what the market wants. The first prin¬ 
ciple of selling is to give to the consumer exactly what he wants and 
thus it is but natural that by a research on every market what the 
consumer actually requires should be ascertained. Thus the steps to 
be talcee axe:-<* 
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(1) The ascertainment of the consumers' wants* 

(2) How many of them want same, and 

(3) How many of those who want are likely to be attracted by 
the party who wants to make the research. 

The best example which illustrates how this principle works is 
what is now commonly known as the ' Egg-cup case Certain British 
manufacturers manufacturing egg-cups hearing that India was a good 
market for egg-cups and that the foreign manufacturers were taking 
full advantage of it sent out a consignment. Unfortunately for them 
their egg-cups could not be sold at all because it was afterwards ascer¬ 
tained that the eggs laid by the hens in India were much smaller in 
size than those in Great Britain and hence these egg-cups though 
superior in quality and design were not suitable to the Indian market. 
If a research had been made to staut with, this labour and expense 
would have been saved. 

Besides trying to ascertain the exact wants of the market and 
the population per head who are using it die research is also directed 
towards ascertaining how many more could be induced to want same 
through propaganda and scientific advertising so that instead cf 
absolutely depending on sharii:ig the quota with others in competition, 
additional markets may be created through additional demands of 
those who did not use the article coming within the arena of users 
to the benefit of the party making the research. This new demand 
as can be well understood is most valuable and such new demand 
could be made through discovering the alternate use of the sarne 
article. This was actually done in the case of Coleman, the well- 
known mustard manufacturers and packers. They advertised that 
rihe mustard could be used advantageously in the cold season by 
mixing up a spoonful of it in hot baths, which process, according to 
the advertiser, prevented people catching cold. In case of Horlicks 
malted milk also it was originally advertised as an excellent breakfast 
food. Later on, a research was made by issuing a questionnaire, one 
of the questions being the time and the purpose for which Horlicks 
malted milk was used by the consumers concerned. To the surprise 
of the manufacturers it was discovered that a very large proportion 
of the users used a cup of hot Horlicks milk before going to bed on 
cold winter nights and further that it kept them warm and resulted 
in sound sleep. This new use when advertised and brought to the 
notioe of tho public naturally increased the sales. 
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Different Types of Research 

Market research may be divided into two main headings, viz: — 

(1) Consumer Research, and 

(2) Dealer or Trade Research. 

This research may be made either through (i) Field Investigators, 
or (2) Postal Questionnaire. In the first case a selected number of 
field workers, women and men, are given a set of questions and are 
required to call on selected individuals who are the typical purchasers 
or consumers, technically called samples with a view to ascertain 
through personal conversation the answers to various questions con¬ 
tained in the questionnaire. In case of Postal Questionnaire, the 
questionnaire is sent through the post with an addressed " business 
envelope **, with a request that the answers may be sent as early as 
possible. The same is the case with regard to the dealers where spe¬ 
cial questionnaires are prepared from the dealers' point of view and 
are sent either through field workers or the post. 

Consumer Research 

In case of consumer research the questionnaire has to be prepared 
by the salesmanager with great care. He first of all decides the 
points on which he wishes to get reliable answers and on that footing 
prepares a series of questions. He then himself calls on a few 
'* samples with a view to “ try out " the questions. This trial visit 
of the chief executive frequently results in alteration of the form or 
substance of the questions and makes them perfect. The questions 
that may be asked generally are as to: — 

(1) The type of produtl used, 

(2) The brand which the consumer prefers and his reason as to 
why he does so, 

(3) The brands which he does not use and his reasons for not 
doing so, 

(4) Whether he uses the brand of the investigating party ; if so, 
what is his opinion about it. (Here it may be added that gene¬ 
rally the investigating parly's identity is not disclosed but the 
research is represented as one conducted on behalf of a society 
which has selected the most intelligent among the buyers who 
are likely to give the best judgment), 

(5) The actual pse or purpose for which the article is used, etc. 



Markets and Marketing SSL 

Dealer Researdi 

Besides ascertaining the view-points of the consumers there arc 
many points on which the dealers in the trade must be consulted and 
their opinion ascertained. For this purpose also field workers and 
postal questionnaires and in some cases the salesmen of the party 
concerned, are also requested to bring such information, as they use¬ 
fully can on the questions covered, to the notice of the management. 
The points on which the questions may be franked are: — 

(1) The brands most popular on the dealers' market and th^ 
extent of their sale, 

(2) The methods by which the goods are distributed on that partis 
cular market and the dealers' preference of any particular 
method. 

(3) The class of consumers who use that brand distinguishing 
them by sex and ages. 

(4) The quantity and the size of packages preferred by consumers 
in that market. 

{5) The time of the year when they are bought in largest quantity, 

(6) Whether the sales are only seasonal or all the year round and 
whether any change is suggested in the type of package or 
its size or otherwise, 

(7) The trade discount allowed by various manufacturers in 
competition. 

(8) Display or advertising material supplied by other manufac¬ 
turers and any suggestion with reference to improvement in 
same. 

When this information is obtained all the questions are collected, 
statistics prepared, and on the footing of the results obtained the 
manufacturer or the merchant or producer makes such improvements, 
and uses su(% advertisements as the research may suggest. Great 
care has to be taken both in selection of the field workers as well 
as in that of the " samples " or the consumers or dealers called upon 
or consulted by the questionnaire. 

The Postal vs. Field Investigation 

It may be added here that the field investigation is the most 
advantageous and reliable though it is more eicpensive. In the case 
of postal questionnaire a much larger number of samples will have 
to 1^ selected, as a large proportion of the questionnaires will temaiii 
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unanswered and many others will have to be scrapped or cancelled 
tor wani oi accurate answers and in many cases exaggerations, jokes 
and pranks may be indulged in. The investigator, therefore, has to 
select according to his own quota of expenditure allowed to him and 
the l^q^e of investigation which he can afford. In the case of consumer 
research it is said ihat women make excellent field investigators parti¬ 
cularly because the purchases in case of households are made by the 
ladies of the house and sex sympathy results in securing detailed 
and useful information by the women iinestigators from the women 
purchasers or users of the articles concerned. Of course v/here it is 
desired that men should be approached who use particular articles such 
as tobacco, male held investigators have to be employed to call on the 
consumer samples 

Research as Applied in Case of Advertising 

In case of advertising also research has to be made in connection 
with the newspapers, trade or professional journals as well as maga¬ 
zines in which the parh^ making the research contemplates advertising. 
Here what arc impoidant for investigatiort are: (i) the reading habits of 
the people, (2) to whom the copy appeal is to be made and (3) the actual 
circulation of each paper plus (4) the actual number w'ho are likely 
to be interested in purchasing the investigator’s product from the 
total number of readers. (5) In addition to this the actual class of 
people who read the medias concerned has to be ascertained. There 
are people who read more than one paper whereas there arc others 
who restrict themselves to only one favourite medium. Trade journals 
and professional journals are very advantageous media where the article 
offered is likely to be particularly used b\^ the members of that trade 
or profession and their circulation has also to be ascertained. The 
object of ascertaining the proportion of people who use mom than one 
paper on the same day, i.e. the same morning or evening issue, is to 
avoid duplication. In other words, if the advertisement appears in 
the morning paper in case of these readers the advertisement in the 
evening issue is naturally v/asted. Thus statistics have to be prepared 
very carefully on this basis. In case the copy appeal has to be made 
to w^omen, newspapers read in largest proportion by the women of the 
class appealed to may be used. In many of these media whether 
magazines, journals or newspapers, a page or a number of pages are 
reserved for women on which the advertisement copy appeal meant 
for women may be iliserted with advantage. Where two papers are 
read together by the same readers, both issued in the morning, the 
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investigator has to ascertain the proportion of such people and then 
settle in which of the two he could more profitably advertise in order 
to avoid duplication. The same principles may be applied to magazines 
and journals where there are more than one of the same class published. 

MARKETING OF COTTON IN INDIA 

Ours is predominantly an agricultural country and to us the cotton 
crop IS the most Important of the commercial crops, not only in point 
of actual area, but it is a leading commercial crop from the agricul¬ 
tural viewpoint ; independently of its being an export crop and a crop 
which is of so great an importance to our cotton textile industry. 
It is therefore natural that the Government of India has taken parti¬ 
cular interest in the improvement of the crop, development in its 
growth and its marketing. The most important step taken in this con¬ 
nection by the Government was to constitute the Indian Central Cotton 
Committee through the Government Department of Revenue and Agri- 
culnire in their Resolution Nos. 404-22 dated 31st March 1921, follow¬ 
ing the recommendation of the Indian Central Cotton Committee of 
1917-18, Originally the Indian Central Cotton Committee was purely 
an advisory body but after the Indian Cotton Cess Act of 1923, it 
also became an administrative body. The Indian Central Cotton Com¬ 
mittee derives its funds from the cotton cess of annas two levied on 
evcry^ bale of Indian cotton whether (he bales are exported from British 
India or brought under process in a mill in British India. The Commit¬ 
tee includes representatives of cotton growers, agricultural officers, busi¬ 
ness men, cotton spinners and manufacturers. Though the Committee 
meets twice a year, the bulk of its business is carried on by a number 
of sub-committees appointed annually from first of April. To each 
of the sub-committee are allocated specific activities such as sub¬ 
committees for technical research and for agricultural research, markets 
sub-committee, cotton fotecast sub-committee, cotton standards sub¬ 
committee, ginning and pressing factories sub-committee, etc. 

When the Indian Central Cotton Committee began to function one 
of the most important items it took in hand was to regulate the 
cotton markets and improve them. Cotton markets existed in Berar 
in a regularized fashion even before the advent of the Committee which 
had succeeded very well and the methods adopted there were therefore 
naturally recommended, with various modifications, for being adopted 
all over the country. The inquiries made by the Committee in seven 
of the most important cotton-growing tracts showed that wherever 
regular markets existed the cultivators benefited through securing 
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better prices for their cotton. As a result of this inquiry legislation 
for establishing well regulated markets for cotton was enacted in the 
provinces of Bombay, Madras, Central Provinces, Punjab, Hyderabad, 
Baroda, Indore and other Indian ruling States. Provincial and Central 
Governments also helped through legislation the establishment of regu* 
lated tharkets all over the important centres and have also helped in 
the gradation of different types of cotton. In this connection the 
Cotton Ginning and Pressing Factories Act 1925, applies to whole 
of British India. (The Indian States have also passed similar legis¬ 
lation.) This Act is designed to regulate the various incidental tran¬ 
sactions relating to management of cotton ginning and pressing factories 
and makes it compulsory^ for all pressing factories to submit weekly 
returns of cotton pressing. The Act has been further amended or 
modified in the provinces of Bombay, Central Provinces and Berar 
with a view to prevent watering, mixing, and admixture of cotton- 
The amendments also make it compulsory for pressing factories in 
the areas to which the. Act is applied to obtain licences. Sind has 
also framed rules under the Cotton Ginning and Pressing Factories Act. 

Sources of Finance for Indian Cotton Markets 

The sources of finance in connection with our Indian cotton trade 
are (i) the village bania, (it) the money-lender, lending on long terms, 
(in') the landlords, advancing money to their tenants without interest, 
(tv) banks, and {v) co-operative societies. The village bania has for 
ages performed the work of financing the agriculturist. The interest 
charged by the money-lender is rather high and varies from 12 to 16 
per cent per annum. Since the passing of the Usarious Loans Act 
1918, which empowers Courts of Law, where they find the interest to 
be excessive or transaction unfair, to interfere and reduce the interest 
besides setting aside, either wholly or in part, any security given, etc., 
and similar other enactments, the bania is naturally hesitating to finance 
and may in course of time disappear from this arena of his activity. 
There are, as we have seen, long-term money-lenders also. The land¬ 
lord's loan to their tenants without interest is also common. Joint-stock 
banks usually do not provide credit to the cultivators directly, but 
do so by discounting hundis passed by cultivators as well as agricul¬ 
turists and merchants purchasing the produce. Thus in the movement 
of crop>s they are useful as far as the financing side is concerned. 
However, the best organized source and perhaps the only agency in 
India which is not controlled by traders lending money to farmers 
is the co-operative credit society. A large number of these co-operative 
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credit societies have been formulated all over the country, who lend 
money to the agriculturist at a reasonably low rate of interest of about 
five to nine per cent per annum. Naturally, these societies are now 
most popular. It is universally acknowledged that we in India should 
have a much greater expansion of these excellent institutions through 
a much wider area, particularly for the benefit of the farmer and 
agriculturist whose sources of obtaining finance and credit are limited 
and restricted. 

In connection with finance fox distribrution at various assembling 
centres, it may be mentioned that exporting firms of merchants are 
well and easily financed through hundis on port-headquarters or through 
money telegraphically remitted by banks through .such headquarters. 
As far as joint-stock banks are concerned they advance loans to 
ginners against the securities of their goods. The usual practice here 
is to advance 70 to 80 per cent of the market value to approved 
borrowers. 


VERUM COTTON MARKETING SCHEME 

Schemes have been devised and worked with a view to introducing 
staple cotton in various centres one of which happens to be worked 
in Central Provinces for " Verum " cotton and has made so far 
satisfactory progress. As it is typical of various other similar schemes 
we may deal with it briefly. The expense on account of the scheme 
is shared by the Indian Central Cotton Comntittce and the Provincial 
Government. The scheme generally aims at increasing the area under 
Verum in six selected taluqs and to eliminate other varieties as far as 
possible. For this purpose seed distribution scheme is worked and 
controlled by the Deputy Director of Agriculture and the three agencies 
through whom pure seed is stored and distributed in the season are 
the following: — 

(1) Seed Stores, 

(it) Taluq Agricultural Associations, and 

{Hi) Progressive Seed Fanners. 

The farmers are allowed to keep under the rules, 50 per cent 
of the seed produced on their farms for their own sowing or distri¬ 
bution among their neighbouring cultivators and the remaining 50 per 
cent IS either taken over by the Seed Stores or is kept by Taluq Agxi- 
cultural*Associations for distribution. In accordance with the report 
of the Marketing OflScer for Verum cotton in Central Provinces fo^ 
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1941-42, seeds distributed during that year were sufiBcient to sow an 
area of about 2.00,642 acres in the selected block of 46.781 in the 
remaining tracts. 

Marketing Organization 

In this connection a marketing office commenced work in Novem¬ 
ber 1941, and a Central Organization Committee was formed to advise 
the Marketing Officer on matters connected with sales. The pool was 
officially opened on the 8th of November 1941 and bales of cotton 
arriving from various centres were sold at substantially high premiums. 
There was also a great demand from Bombay and high premiums were 
obtained where large stocks are said to have come to that city. A 
large quantity of staple cotton was also made available to the Central 
Provinces as well as elsewhere because unprecedented demand for staple 
cotton came from Indian mills all over the country through the stimulus 
of war orders. The large portion of Venim sold in open market- was 
that of the cotton named Jarilla because this variety obtained a 
better price owing to its high ginning percentage. 

The scheme of marketing has considerably progressed during the 
years 1942-43 and the scheme for marketing of Verum as adopted 
by the meeting of representatives of Co-operative Taluq Agricultural 
Associations and Agricultural Departmental Officers held in Akola ii> 
October 1942, laid down that the territorial unit for the purposes of 
collection and sale and for distribution of proceeds will be areas served 
by a Baling Centre ". A baling centre is where the “ kapas " is 
brought for ginning and baling or the lint after being ginned is brought 
ioT baling. In short, the place where the cotton was baled or collected 
from small baling centres to make up a marketable lot is to be used as 
a territorial unit for the purpose of bahng, provided they are expected 
to furnish the minimum of 50 bales to the pool throughout the pooling 
season. The grades of purity have been laid down which will be 
accepted by this committee. After acceptance the kapas is classified, 
sub-divided into divisions and separately ginned. Thereafter the seeds 
are distributed among the growers according to the credit given to 
them and a certain proportion of the sales proceeds are also paid to 
them. 
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Abstract from Scheme for Marketing for Verum 
as Adopted in October 1942 

In accordance with the further report issued by the Marketing Office 
tor Verum Cotton during the year 1942-43 a meeting of the represen¬ 
tatives of the Co-operative Taluq Agricultural Associations and Agri¬ 
cultural Departmental Officers held in Akola adopted a scheme for the 
marketing of Verum• This scheme is an interesting and well-thought* 
out scheme, the abstract of which may be given here with advantage. 

The first point decided upon was that there shall be separate terri¬ 
torial units for the purpose of collection and sale of kapas and for 
distribution of proceeds. These territorial units are to be the areas 
served by a Baling Centre **. The Baling Centres are (i) places 
at which these kapas are brought to one pairticular ginning centre to 
be baled, or (2) places where lint ginned at different ginning centres is 
brought for baling, or (3) a place where bales are collected from small 
baling centres in order to make up a lot sufi&cient for the purpose of 
marketing. It has been further decided that a territorial unit must 
furpish a minimum of 50 bales to the pool throughout the pooling 
season. The grades of purity as settled are two, viz. Purity I, which 
represents absolutely pure Verum and Purity II, which is Verum with 
a mixture of i per cent Malvensis. In case of Buri 107 cotton, the 
>same purity standards are adopted, whereas in case of Jarilla only 
'One purity standard without mixture is adopted. The kapas is sold 
in lots on its own sample drawn from it, a portion of which sample 
has to be sent to the Central Organization at Amraoti. As soon as 
payment for a sale has been received in full, the account relating to 
that particular sale is closed and the proceeds are distributed less cost 
among the growers. The Committee meets as often as necessary during 
the selling season in order to deal with questions relating to sales. Each 
of the Associations are to form a local pooling committee of at least 
5 members of whom one has to be the local agriculturaj assistant, 
whereas half of the rest are to be members of the Agricultural Asso¬ 
ciation elected by the Association, and the other half is represented by 
those elected by the growers who are not members but have presented 
their cotton in the pool for sale. These committees' work shall be 
the grading of cotton, of advances, distribution of sales proceeds and 
control of staff. The staff in consultation with the Pooling Committee 
will nianage the collection and stocking of the kapas, ginning, pressing 
and transport arrangements of bales and the committee has to do all 
it can to assist the local sales. 
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There is a Central Verum Organization, consisting of a committee 
of nine persons, including representatives, one each of Nimar, Akola, 
Buldana District, East Berar, Nagpur and Wardha District. In addi¬ 
tion the Deputy Director of Agriculture, Western Circle, Amraoti, the 
Economic Botanist for Cotton, C. P., Nagpur, the Deputy Director of 
Agriculture, Southern Circle, Nagpur, and the Marketing Officer for 
Verum Cotton, C. P., Amraoti, are to be the members. This' Com¬ 
mittee also can meet as often as necessary. Each bale thus marketed 
inust carry in addition to the prescribed trade marks, a stamp for its 
grade and each market lot from a centre will have a serial number. 
The grower, if he so desires, receives an advance, equivalent to 50 per 
cent of the market rate for Jarilla on the day on. which he delivers 
his kapas to the pool. On this 4 per cent interest per annum will be 
charged which will run from the date of the advance until the date 
when the advance can be recovered from the sales proceeds. The 
Central Cotton Organization makes a levy of annas twelve per bale 
in order to defray its expenses. 
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COMMERCIAL ABBREVIATIONS 


A. 


Anoa (Indian coin). 

B. D. L 

... 

Both days inclusive. 

A.A.R. 

1 

B/d. 

... 

Brought dowa 

A. a. r. 


Against all risks. 

B. Dt 

... 

Bill discounted. 

Au r. 


Bd. 

••• 

bound; bond. 

A. 1 

••• 

First class. 

Bdle. 

... 

Bundle. 

A/c 

••• 

Account Current. 

B/E 

... 

Bill of Exchange. 

Ac. or acct. 

. ... 

Account. 

B/f 

... 

Brought forward. 

Ac. 

... 

Acre. 

B. G. 

... 

Birmingham gauge. 

Acc. 

••• 

Acceptance, accepted. 

Bg. 

... 

Bag. 

Acct. 


Accountant. 

B. H. 

... 

Bordeaux and Hamburg 

Ackgt. 

••• 

•Acknowledgment. 



(grain trade). 

A. D. 


Anno Domini (the year 

B. H. P. 

... 

Brake Horse Power. 



of the Lord). 

Bk. 

... 

Bank; book; backward* 

A/d. or A. d ... 

After date. 



ation. 

Ads. or 
adverts. 

I- 

Advertisements. 

Bkg. 

Bkpt 

... 

Banking. 

Bankrupt. 

Adv. 

««• 

Advice. 

Bkt 

... 

Basket 

Ad val 


Ad valorem (on the basis 

Bl. 

... 

Bale; barrel 



of value). 

B. L. 

... 

Bill of Lading. 

Afft. 

... 

AfUdavit. 

B. N. 

... 

Bank Note. 

A. g. b. 

.«• 

A good brand; or any 

B/o. 

... 

Brought over. 



good brand. 

B.O. 

... 

Branch Office; buyer*! 

Age. 

... 

Agent, against. 



option. 

A. H. 

... 

After hatch (shipping). 

Bot. 

... 

Bought ; bottle. 

A.M. 

... 

Ante meridiem (before 

B.P. 

... 

Bill Payable. 



noon). 

B. P. B. 

... 

Bank Post Bill 

Amt, 

••• 

amount. 

Br. 

»t. 

British. 

Ana. 

... 

Answer. 

B/R. 

... 

Bill Receivable. 

A.O. 

... 

Account of. 

B. R. 

... 

Builder's Risk (marineX 

A/or. 

... 

And, or. 1 

Brit. 

... 

British. 

A.P. 

... 

(1) a protester, i. e. to be 

Brl. 

... 

Barrel 



protested (bills). 

Bro. 


Brother. 



(2) Additional premium j 

B. S. 

... 

Balance Sheet 



(insurance). 

B/S. 


Bill of Sale. 

App. 


Appendix. 

B/s. 

... 

Bags; bale& 

Approx. 

... 

Approximate. 

Bsh. or bos. 

Bushel 

A. R. 

... 

All Risks (marine 

Bt. 


Bought. 



insurance). 

B. T. U. 


Board of Trade Unit 

Art 

... 

Article. 

Bx. 

••• 

Box 

A.?. 

... 

Account Sales. 

Bxs. 

••• 

Boxes. 

2. 8. 

... 

at sight 

c/- 

••• 

Case; currency; coupon* 

Assn. 


Association. 

c. 


cents 

Asst 

••• 

Assistant. 

Ca. 

••• 

Cases. 

ATT. 


American Terras. 

C^p. 

••• 

Capita!; Capitulura. 

Av. 


Average. 

Capt. 


Captain. 

Av. or avoir. 

Avoirdupois. 

Cash. 


Cashier. 

A^. 

... 

Ad valorem (on the basis 

Cat. 


Catalogue. 



of value). 

C. B. 

••t 

Cash Book. 

Bf 

••• 

Bag; bale. 

C. C., C. cl 


Continuation clause. 

Back 

••• 

Backwardation (Stock 

C/d. 


Carried down. 



Exchange). 

C, div. 

••• 

Cum dividend (with divi¬ 

Bal 

«.• 

Balance. 



dend). 

Bar. 


Barrel. 

C. and D. 

•«« 

Collection and delivery. 

B. a 

••• 

Bill Book. 

Cent 


Centum ; (100) centime; 

B. C. 

... 

Bills for Collection. 



Centigrade. 

B D. 

••• 

Bank Draft 

Cert 


Certiheate. 
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C. and F. 

Cost and Freight 

at 

Carried forward. 

Cert. Inv ... 

Ceitified Invoice. 

Ct 

Cenferatur (Compare). 

c f. t 

Cost freight and insiir* 

C. t o. 

ance. 

Coat for orders (shipping). 

Cg. 

Ceotigradea 

Cge. 

Carriage 

C. H. 

Custom House. 

Ch. 

Chsfpter. 

Ch. fwd. ... 

Charges forward. 

Ch. ppd. 

Charges prepaid. 

Chq. 

Cheque. 

CL 

Channel Isles. 

c. Lf. 

Cost, insurance and 

C* la &■ C. .a* 

freight. 

Cost, insurance, dreigbt 

C. L fa & i. ... 

and commission. 

Cost, insurance, height 

Ca i. f. c.&l... 

and interest. 

Cost, insurance, freight 

Ck. 

commission and inte¬ 
rest. 

Cask. 

Cld. 

Cleared (shipping. 

C/inu ... 

Cal! of more (Stock 

Cml. 

Exchange). 

Commercial. 

C/N. 

Credit note; consign¬ 

Co. ••• 

ment note; circular 
note. 

Company. 

r /o- -^a. 

Cash order (banking. 

CO. 

care of; carried over. 

C. 0. D. 

Cash on delivery. 

CoUr. .... 

Ckillector. 

Coia .ba 

Commercial; Com¬ 

Con. 

mission. 

Contra (against). 

Coa Cr. 

Contra credit 

Coo. Inv. 

Consular Invoice. 

Con. or 

Consols .*• 

Consolidated AnouitieB 

Oont. art* 

(CJovemment StockX 
Contract. 

Contg. 

Containing. 

Coy. ^a. 

Company. 

c. d. 

Charterer pay due. 

cif. 

Charter Party; custom 

C. R. 

of ports. 

Company's Risk, 

Cr. 

Credit; creditor. 

C/s. ••• 

Cases. 

Cric. 

Cask. 

Ct. 

Cent; credit; emrent 

CU. 

Crates: (^ts. 

Ct^. 

Cartage. 

C. T. L. ... 

Constructive total loBS 


(marine). 


Cubic. 


Cum. div. ... 

with dividend. 

Cum.Pret ... 

Cumulative Preference 
(shares). 

c.w.o. ... 

Csih with order. 

Cwt. 

Hundredweight 

Cy. 

Currency. 

d. 

Denarii (pence). 

D/A 

Days after acceptance ; 
Documents against 

acceptance; Discharge 
afloat; Deposit Acco¬ 
unt. 

D. B. 

Day Book. 

Dbk. 

Drawback (customs). 

D/C., D. Cl ... 

Deviation clause 
(marine). 

D/D. 

Donand Draft. 

D/d. 

Days after date: days 
date. 

Dd. 

Delivered, 

Dd/s. 

Delivered sound. 

D. D. and 
Shpg. 

1 Dock dues and shipping/ 

Deb. 

Debenture 

Dec. 

Decrease. 

Def. 

Deferred. 

Def. or deft 

Defendant. 

Deg. 

Degree. 

Deld. 

Delivered. 

Dept. 

Department. 

d. f. 

Dei'.d freight. 

Dft 

Draft. 

Diam. 

Diameter. 

Diff. 

DuTrience. 

Dis. 

Dis xunt. 

Dist. 

District. 

Div. 

Dividend; division. 

Dk. 

Dock. 

D. L. 0. ... 

Dead Letter Ofl^ce. 

d. 1 o. 

Dispatch loading only 
(marine). 

D/N. 

Debit Note. 

D/0. 

Delivery Order. 

Do. 

Ditto (the same). 

'Dols. •*. 

Dolisrs. 

Doz. 

Dozen. 

D/P. 

Document against 
payment. * 

Dr, 

I>rawcr; Debtor; Debit 

D/R. 

Dci^osit Receipt 

D/a 

Days sight 

D/W. 

Dock WaiTsnt 

d/w 

Dead weight 

dwt 

Pk^nnyweigth. 

Delivery; Deputy. 

Dy. 

E. 

East 

Ea. 

Each. 

E.&O.E ... 

Enors and omissions 
excepted. 

fi. C» 

East Central 
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e. c. 

Ed. 

e. d. 
E.E. 

e. g. 

E/L 

Eoclo. 

Ency. 

Eng. 

Entd. 

E. o. 

Eq. 

etc. 

et. seq. 

Ex. 


Exch. 
Ex. cp. 
Exd. 
Ex div. 
Ex. int. 
Ex. R. 


fixers. 

Exs. 

F. 

F. A. A. 
tic. 

F. or Fahr. 
Fac. 

F. a. q. 

F. a. 8. 
Fco. 

Fcp. 

fcs. (Fc%) 
F. c. 8. 

m. 

Ft 

F.ta. 

Ffy. 

F. g. a. 


F.IL 

Fig. 

FL 

Fm. 

Fo- 

F/o. 

F.O. 


F.O.IX 
F. o. €• 
Fot 


Folg. 
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fixempfi causa (for 
example). 

... Edition; Editor. 

... Ex dividend. 

... Errors excepted. 

... Exempli gratia (for 
example). 

... Endorsement irregular. 
... Enclosure 
... Encyclopaedia. 

... England; English. 

... Entered. 

... Ex officio (officially). 

... Equivalent. 

... Et cetera (and other 
things). 

... Et scquentes (and the 
following). 

... Examined: exchange; 
executed; out of; 
without. 

.M,. Exchange; exchequer. 

... Ex coupon. 

... Examined. 

... Without dividend. 

... Without interest. 

... Ex new (without the 
right of the new shares) 
... Executors. 

... Expenses. 

... Feet; folio; franc. 

... Free of all average 
(marine). 

... Franc. 

... Fahrenheit. 

... Facsimile. 

... Fair average quaUiy. 

... Free alongside ship. 

... Franco (free). 

... Foolscap. 

... Francs. 

Free of capture and 
seizure (marine). 

-4. Free docks. 

... Folios. 

... Free from alongside; 

free foreign agency. 

... Faithfully. 

... Foreign general average 
(marine). 

... For hatch (shipping). 

... Figure. 

Florin. 

Fathom. 

... Folio. * 

... For orders. 

... Firm offer. 

Free on board. 

... Free of charge. 

... Folio. 

.»« Following. 


For. 
f. o. r. 
£. o. s. 
f. o. t. 
£. o. w. 


r. JT. 
f. p. a. 

Fr. 

Frd. 

Frt. 

Frt. fwd. 
Frt. ppd. 
Ft. 

F'ture 

F. T. W. 
Fthm. 

Ft. in. 

Fur. 

G. 

G/A, 

Gall. 

Galls. 

Gaz. 
Genta- 
G. gr. 

G. m. b. 

G. m. q. 

G. o. b. 
Gov. 

G. P. O. 
Gr. 

Gr. Wt. 
Grs. 

Gs. 

Hhd. 

H. M. C. 
H. M. S. 
H.O. 

H. P. 

H. P. N. 
Hrs. 

L B. 
ib. 

L C. & C. 

id. 
i. e. 

I/I. 

I. H. P. 
In. 

Inc. 

Inst. 

Int. 

In trana, 
Xnv. 


... Fonoign. 

... Free on rail. 

... Free on steamer. 

... Free on trucks. 

... First open water 
(shipping). 

... Fully paid. 

... Fire Policy. 

... Free of particular 
average. 

... French; franc. 

... Forwari 
... Freight. 

... Freight forward 
Freight prepaid. 

... Foot; feet 
... Furniture. 

... Free Trade Wharf. 

... Fathom. 

... Feet, inches. 

... Furieng. 

... Gauge; gramme. 

... General average 
(marine insurance). 

... Gallon. 

Gallons. 

... Gazette. 

... Gentlemen, sir. 

... Great gross (144 doz.). 

... Good mercantile brand. 
... Good mercantile quality. 
... Good ordinary brand. 

... Government. 

... General Post Office. 

... Gross. 

... Gross Weight- 
... Grains. 

... Guineas. 

... Hogsher-id. 

... His Majesty's Customs. 

... His Majesty's Service. 

... Head Office. 

... Horse Power. 

... Horse-power nominaL 
... Hours. 

... Invoice Book. 

... ibidem (in the same 
place). 

... Invoice, cost and 
charges. 

... Idem (the same). 

... Id est (that is). 

... Indorsement irregular. 
... Indicated Horse Power. 
... Inch, inches. 

... Increase. 

... Instant, (of the preseni 
month). 

... Interest. 

... la transitu (in transit). 
4,4. invoice. 
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I. 0 . u. 


I owe you. 

M. M. A. ... 

Mercantile Marks Ac(. 

I. S. W. G. 

" ... 

Imperial Standard Wire 

Mme. 

Madam. 

I. R. 0. 


Gauge. 

M. 0. 

Money Order. 

... 

Inland Revenue Office. 

Mo. 

Month. 

Iss. 

... 

Issue. 

Mods, 

Monsieur, Mr. 

Ital. 

... 

Italics. 

M 0. P. ... 

Mother of pearl 

J/A. 

... 

Joint Account. 

Mos. 

Months. 

JJ. 

... 

Justices. 

M/R. 

Mate's receipt 

Jun. ) 

Jr. i 

... 

Junior. 

Mr. 

Mrs. 

Mister, sir. 

Mistress, madam. 

K.B. 

... 

King’s Bench. 

MS. 

1 

Manuscript; mail 

K. B. D. 

... 

King's Elench Division. 

steamer. 

Kg. 

... 

Kilogramme. 

1 m/s. 

Month's sight (i.e. month 

Kilo. 

... 

Kilograme. 


after sight). 

£ 

... 

Pound sterling 

! M. S. A. ... 

Merchant Shipping Act. 

£E 

... 

Egyptian pound. 

i MSS. 

Manuscripts. 

£T 

... 

Pound Turkish. 

r N. 

North. 

L/A. 

... 

Letter of Authority. 

1 N. A. 

Non-acceptance. 

Liit. 

... 

Latitude. 

1 N./A. 

No advice (banking). 

lb. ) 

lbs. } 

... 

Pound (s) in weight 

f N./A. 

New Account (Stock 
Exchange). 

L/C, 

... 

Letter of Credit. 

N. B. 

Take note ; mark well 

Ld. 

... 

Limited. 

N/E. 

No effects. 

Ldg, & dely. 

Landing and delivery. 

N. E. 

North East 

Led. 

... 

Ledger. 

Nem. con. ... 

No one contradicting. 

L. I. P. 

... 

Life Insurance Policy. 

Net. 

Netto (lowest). 

Long. 

... 

Longitude. 

N/f. 

No funds. 

L. S. 

... 

Locus sigilli (place of 

N/m. 

No mark. 

£s.d. 


seal). 

N/N. 

No noting. 

... 

Pounds, shillings, pence. 

N/0 

No Orders. 

Ltd. 

... 

Limited. 

No. 

Number 

Ltg. 

... 

Lighterage. 

Nom. 

Nominal. 

M. 

... 

Thousand; Monsieur, sir. 

N. P. 

Notary Public. 

•/m 

... 

Thousand (as 50/m). 

n/p. 

Net proceeds. 

m. 

... 

metre ; mile; minute. 

Nos. 

Numbers. 

Mag. 

... 

Magazine. 

N.R. 

No risk (insurance). 

Max. 

... 

Maximum. 

N/S. 

Not sufficient (banking). 

M/C. 

... 

Metalling clause 

N. S. 

New style; new scries. 



(marine insurance). 

Nt. wt. 

Net weight. 

M/C. 

... 

Marginal Credit 

N. W. 

North West. 



(banking). 

N. Y. 

New York, 

M.D. 

... 

Memorandum of deposit. 

o. 

Degree. 

M/d. 

... 

Months' date (i.e. 

0/a 

On account of 



months after date). 

Obdt. 

Obedient. 

Mdlle. 

... 

Mademoiselle; Miss. 

0/c. 

Overcharge. 

Mdme. 

... 

Madame. 

Oc. B/L 

Ocean Bill of Lading. 

Mdse- 

... 

Merchandise. 

O/d. 

On demand. 

Mem. ) 
Memo, f 

... 

Memorandum. 

O/D. 

O. H. M.S. ... 

Over draft. 

On His Majesty's Service. 

Messrs- 

... 

Gentlemen, sirs. 

O/o. 

Order of; on account of. 

M. H. 

... 

Main hatch (shipping). 

o/ 

A* ... 

per cent. 

Michs- 

'... 

Michaelmas. 

%r 

Per mille; per thousand. 

Min. 

... 

Minimum; minute. 

O. P. 

Open Policy (insurance). 

Min- B/L. 

... 

. Minimum Bill of Lading. 

O.R. 

Owner's Risk. 

Min. wt. 

... 

Minimum weight. 

O. R. B. 

Owner’s Risk of Break* 

M. I.P. 

... 

Marine Insurance Policy. 


age. 

Mks. 

... 

Marks (coin). 

O.R.C. 

Owner's Risk of Chafing. 

mm. 


Millimetre (French 

0. R. D. ... 

„ „ Damage. 



metisure of length). 

0. R. P. 

Fire. 

M. M. 


Messieurs, sirs. 

O. R.L. 

„ „ Leakage. 

M. M. 

... 

Mercantile Marine. 

Ord. 

Ordinary. 
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Ounce. 

p. 

Per; page. 

P./A. 

Power of Attorney. 

P. A, 

Particular average. 

P. and L. 

Profit and Loss. 

Par. 

Paragraph. 

P. C. 

Post card. 

p. c. 

Per cent. 

P/C 

Price current; Petty cash; 
per cent. 

Pc. 

Piece; price. 

Pci. 

Parcel. 

Pcs. 

Pieces. 

P.C. B. 

Petty Cash Book. 

Pd. 

Paid. 

P. D. 

Port dues. 

i^er Ana 

Per Annum (by the year). 

Percent. 

Per centum (by the 
hundred.) 

Per pro. 

Per procurationem (on 
behalf of). 

Pk. 

Peck. 

Pkg. 

Package. 

P L. 

Partial Loss (insurance). 

P/m. 

Put of more (Stock 
Exchange.) 

P. M. 

Post meridiem—after¬ 
noon. 

Pni. 

Premium. 

P/N. 

Promissory Note. 

P.O. 

Post Office ; Postal Order. 

P.O. B. 

Post Office Box. 

P.O. D. 

Pay on Delivery. 

p. p. 

Picked ports (chartering). 

p. p. 

per procurationem (on 
behalf of). 

pp. 

Pages. 

Ppd. 

Prepaid. 

P. p. i. 

Policy proof of interest 
(marine insurance). 

P. P. S. 

A further Postscript. 

Pr. 

Pair. 

Pref. 

Preference or preferred. 

Pres. 

President. 

p. pro. 

per procurationem. 

Pro. 

For. 

Pro and con... 

For and against. 

Pro forma ... 

As a matter of form. 

Pro tern. 

Pro tempore (for the 
time being). 

Prox. 

Proximo (of the next 
month). 

PR. 

Parcel receipt. 

P/S. 

Public sale. 

P.S. 

Post scriptum. 

Pt. 

Pint. 

P.T. 

Parcel Ticket. 

P. T.O. 

Please turn over. 

Pts. 

points. 

P.X. 

Please exchange 

Qlty. 

38 

Quality, 


Qr. 

Qrt, 

QL 

Qto. 

Qts. 

q.r. 

Qy. 

R. 

R/D. 

R. D. C. 
re 

reed. 

reg., regd. 

R.I. 

rm. 

R. M. S.S. 
RlO. 

R. P. 

R. R. 

Rs. 

R.S.O. 

R. S.V. P. 

Rx. 

$ 

s. 

sec. 

S. Sl F. a. 

seq. 

servt. 


Sh. 

Shipt. 

Shr. 

S. I. 

Sk. 

Sks. 

S. L. 

S. &L. 

S/N. 

S.o. 

Soc. 

Sov. 

Sovs. 

SP. 

Spec. 

S.S.,S.S 

Sq. 

Sq. in. 
Sq. ft. 
Sq. yd. 
Sq. m. 
St. 
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.. Quarter. 

.. Quarters. 

.. Quart. 

Quarto (4 to). 

. Quarts. 

. Quod ride (which sec). 

. Querry. 

. Rupees. ; 

. Refer to drawer (bank¬ 
ing). 

. Running down clause 
(insurance). 

. with reference to; in (he 
matter of. 

.. received. 

.. Registered. 

.. Re-insurance. 

.. Ream. 

.. Royal Mail Steamship. 

.. Receiving Office. 

... Reponse payee (reply 
paid). 

.. Rail road. 

.. Rupees. 

.. Railway Sub-Officc. 

.. repondez s'il vous plait 
(please reply). 

Ten re pees. 

... Dollars. 

.. shillings. 

.. Section; Secretary. 

.. Shipping and Forwarding 
Agent. 

.. The following. 

.. Servant. 

.. Specific gravity. 

Signed. 

... Share. 

.. Shipment. 

.. Share. 

.. Short interest 
(insurance). 

... Sack. 

... Sacks. 

... Salvage Loss. 

... Sue and Labour (marine 
insurance). 

... Shipping Note. 

... Seller’s option. 

... Society. 

... Sovereign. 

Sovereigns. 

... Supra Protest. 

... Speculation. 

... Steamship. 

... Square. 

... Square inches. 

... feet. 

... ^ yard^*. 

„ mile. 

... Saint, street. 
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St 

Stone (in weight). 

St 

Stet (let it stand). 

Std. 

Standard. 

Stg.,Ster. ... 

Sterling. 

Stk. 

Stock. 

S. to S, 

Station to statioa 

Str. 

Steamer: street 

S. W. 

South West 

T. 

Tons; tare. 

T. B. 

Trial Balance. 

T. E. 

Trade expenses. 

Throu' B/L.... 

Through Bill of Lading. 
Total Loss only (marine 
insurance). 

T. L. O. ... 

T. M.O. ... 

Telegraph Money Order. 

T. O. 

Turn over. 

Tonn. 

Tonnage. 

T/q. 

Tale quale; average 
quality, subsequent 
damage at buyers' risk. 

T.R. 

Tons registered (ship¬ 
ping). 

Treasr. 

Treasurer. 

T.T. 

Telegraphic Transfer- 

U/a. 

Underwriting account 
(marine insurance). 

U. K. 

United Kingdom, 

Ult 

Ultimo—of the last 
month. 

U/p. 

Underproof (spirits). 

u. s. 

United States, 

U. S. A. ... 

United States of 
America. 

U./w. 

Underwriter. 

V. 

Versus (against). 

Var. 

Various. 

Via. 

By way of. 

Vid. 

Vide (see). 


Viz. 

VoL 

v. v. 
W. 

W. A. 
W. B. 

w. b. 
W. C. 
Wd. 
W.G. 
Wk. 
Wks. 
W. P 

Wt. 

w/w. 

xc. 

x. d. 
x.int. 
x.new 
Y./A. 

Yd. 

Yday. 

Yds. 

Yr. 

Yrs. 

& 

&c. 


X 


Videlicet (namely). 

Volume. 

vice versa. 

West. 

With average. 

W arehouse B ook; Way 
Bill. 

Water ballast (shipping). 
Western Central. 
Warranted. 

Wire Gauge. 

Week. 

Weeks. 

Without prejudice 
(insurance). 

Weight. 

Warehouse Warrant, 

Ex coupon. 

Ex dividend. 

Ex interest. 

Ex new shares. 

York Antwerp Rules 
(marine insurance). 
Yard. 

Yesterday. 

Yards. 

Your; year. 

Yours. 

And. 

and the rest, and so on. 
Numbered (as J1/50). 

Foot (as V 6"—one 
foot six inches). 

Inches (as 6' x 2"—six 
inches by two). 

By (as G X 6—six by six). 
De^ee (as 90°—ninety 
degrees). 
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LATIN PHRASES SOMETIMES USED IN CORRESPONDENCE 


ah imiio 
ah origine ... 

ad infinitum.,, 
ad interim ... 
ad valorem ... 
ad verbum ... 
alias 

a maximis 
ad minima 

ante diem ... 
a prime 


from the beginning, 
frexn the commence¬ 
ment, 
to infinity, 
meanwhile. 

according to the value, 
to the word, 
otherv^ise. 

from the greatest to 
the least 
before the day. 
from the first 


a prion 


bona fide 
bona fides ... 
caveat 
emptor 

ceteris 
par thus 

conditio sine 
qua non ^ 


from the cause to the 
effect; by deduc¬ 
tion. 

in good faith. 

go^ faith. 

let the purchaeer 
beware! 

other things being 
equal. 

an indispensable 
condiiioit 
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Car am judice ... 
cum privi- 

before the judge. 

legio 

de die in 

with privilege. 

diem 
de facto 

from day to day. 
in point of fact; 

actually. 

dejure 

by right 

de novo 
et cetera 

anew; afresh. 

{etc.) 

et sequentes 

and others. 

{et seq) ... 

and the following. 

et similia 

and the like. 

ex adverso ... 
ex gratia 

from the opposite side, 
as an act of grace ; as 

a favour. 

ex parte 

from one point of 


view; one side. 

ex tempore ... 

at the time; off hand. 

extoto 

absolutely- 

facsimile 

an engraved resem¬ 


blance of a man's 
handwriting. 

gratis ... 

free; for nothing. 

ibidem {ibid) ... 

in the same place. 

id cstii.e.) ... 

that is. 

igj.cratia legis '' 

1 ignorance of the law 

nemtnem 

excusat 

j excuses nobody. 

in actu 

in reality. 

in camera ... 

in the judge's cham¬ 


ber ; in private. 

in extenso 

at full length. 

in loco 

in the place. 

in re 

in the matter of. 

inter alia 

among other things. 

in toio 

entirely. 

in transitu ... 

in passing; on the 

intra vires ... 

way. 

within tlie powers (of). 

ipso facto 

by the fact itself. 

ipso jure 

by the law itself. 

locus standi... 

recognised place or 


position; standing 
place. 

malafide 

in bad faith. 

moriis causa... 

in view of impending 


death. 

mutatis 


mutandis ... 

the necessary changes 


being made. 

nemine contra 


dicente 

without opposition 


(nem. con.). 

Nota Bene 


iN.H) 

nvatk cr note well. 


pari passu ... 

per ••• 

per annum ... 

per capita ... 
per centum ... 
per contra ... 
per diem 
per mensem ... 

perse 

prima fade ... 

pro bono 
publico 
pro et con 
pro forma ... 
prorata 

pro tanto 

pro tempore,., 
quid pro quo... 
quod mde 
iq.v.) 

re 

sine die 
sine qua 
non 

status quo 
ante 


stet 

suhjudice ... 

sub poena 
sub rosa 

uberrima 

fides 

uberrima 

fides 

ultra vires ... 
vade mccum 

ve^ bedim 
via media ... 

vice versa 

I'tdc 

viva voce 


at an equal rate; oo 
the same footing, 
by; by means of. 
by the year, 
by the head, 
by the hundred, 
on the contrary, 
by the day. 

monthly; by the 
moD^. 
by itself. 

at first sight or 
appearance. 

for the public good, 
for and against, 
as a matter of fomt. 
at the same rate; 

in proportion, 
to that extent ; as far 
as it goes, 
for the time beinc- 
one thing for another. 

which see. 

in the matter of; as 
regards. 

without fixing a day. 

an indispensable 
condition. 

the same state as 
before; as things 
were before, 
let it stand or remain, 
under judicial con¬ 
sideration, 
under penalty (of)- 
under the rose; i.e., 

privately. 

utmost good faith; 
implicit faith. 

in the utmost good 
faith. 

beyond (legal) powers, 
go with me; a pocket 
companion, 
word for word, 
a middle course, 
the other way round ; 

the reverse, 
see, 

by or with the living 
voice. 
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COMMERCIAL TERMS USED IN TRADE 

Account.— A statement of financial or commercial transactions. Ledger 
Accounts are the various sections of a ledger showing details of a merchant’s 
dealings with persons or in things or with regard to items of expenditure 
and income. Account day, on the Stock Exchange, is the day on which 
dealings for “account’* are cither settled or carried over. 

Account Current —Is the detailed statement in the form of a ledger 
account containing transactions which have taken place between the trader 
and his customer. Such an account is rendered to the customer either 
quarterly or yearly and is generally made out with the additional columns 
for interest charged or allowed upon each item. 

Account Sales.—It is the statement rendered by the consignee to the 
consignor of goods showing the total amount realized by him less charges 
and commission incurred by him. The net figure is finally brought down 
as the balance due by the consignee to the consignor after deducting 
advances given, if any. 

Ad Valorem.—Latin phrase signifying according to the value. Customs 
Ad Vedorem duty is-a charge of so much per cent on the value of articles, 
irrespective of their weight or quantity. Ad Valorem Stamp Duties on 
Bill of Exchange, Court Fees, etc. arc charged on the same principle. 

Advice Note.—A written communication informing that a particular 
transaction has taken place or is about to take place. 

Amalgamation.—A combination of two or more independent businesses 
or companies into a joint undertaking. 

Amortization.—The periodic writing off of a proportionate amount of 
any particular class of expenditure. When tangible assets arc written off 
gradually, the periodic charge is known as depreciation. When capitalized 
expenditure is to be written off within a stated number of years the 
periodic charge is known as amortization. 

Appordonment—A division into parts. The term as used in accounts 
relates to apportioning of income and expenditure with a view to ascertaining 
the amount chargeable to the period under review and the balance relating 
to the next period to be carried forward. In Insurance, the term is applied 
m connection with division of the amount of total loss to be borne by 
different parlies involved. 

Appreciation.—Increase in value. The term is generally used in con ¬ 
nection with Stock Exchange securities, and indicates the increase in their 
market value. 

Aibitrage.—The buying of secutlties or produce of one market and 
telegraphing orders to agents abroad to sell them in another market whereby 
a p^t is secured due to difference or constant fluctuation in price, noticed 
ia foreigii markets* 
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Arbitration.—A reference, by the parties to a dispute, of the matter 
at issue, to a third and independent party for setdement the decision of 
such third party is known as the “ Award This method of settling 
disputes is a very popular among merchants, instead of resorting to litigation 
in a Court of law. 

Articles of Associadon.—A document containing Kulcs and Regulations 
in connection with the internal working and management of a litidced 
company, including rights and duties of shareholders, pqwers of officers, etc. 

Assets.—The items of property of a merchant including the amounts 
due to him arc called the Assets of the merchant. 

Assignment—An absolute transfer of interest in property or goods by 
one party to another party. The latter is called the Assignee. 

Auditing.—^Thc process of verification of accounts by an independent 
person. 

Average.—The apportionment of expenses and loss, incurred in order 
to save the ship and cargo from a total loss, among the various contribu\ors. 

Award.—The decision or the judgment given in arbitration proceedings 
hy the Arbitrator err by the Umpire is called an Award. 

Backwardadon.—When a bear speculator on the Slock Exchange desires 
to carry over his transaction to the next settlement he pays a consideration 
to the slock broker for so doing which is called backwardation. 

Bad Debt—Any debt that becomes irrecoverable is called a Bad Debt* 

Balance.—The difference between the debit and credit sides of an 
account is styled as “ Balance 

Balance Sheet—A statement setting forth on one side the values of 
all the assets of a firm and on the other side its liabilities and Capital. 
The Balance Sheet is prepared with a view to’ascertaining the true financial 
position of the firm as on a given date. 

Bankrupt.—A debtor who finds himself unable to meet his liabilidofr 
in full and whose estate is consequently administered by or under the 
supervision of the Court. 

Bank Draft—Bills of Exchange drawn by one Bank upon its branch 
abroad or upon another banker. They arc issued for the convenience of 
customers’ remittances from one country to another. 

Bank Post Billi—A Promissory Note issued by the Bank of England 
payable at 7 days’ sight. 

Bank Rate.—The iitmimum rate per cent charged by the Bank of 
England (in India, by the Reserve Bank of India), for discounting first 
class bills of exchang? of customers. Bank rate is regulated every week 
and depends mostly ms >011 the demand for advances, quantity of gold in the 
fTKirket and the ai tcmit of reserve in the Bank. 

Bank Returu. - i hc weekly statemei^t issued by the Bank of EngLii^ 
showing the amount of Banknotes in circulation, the stock of bullion and 
com m reserve and ouicr details as to assets and liabilities of the Banjk 
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which would enable a business man to judge the state of money market 
and its probable tendencies in the near future. 

Bill of Exchange.—An unconditional written order given by one person 
on another asking the latter to pay a sum of money to a certain person 
or his assignee at a given date. This is a negotiable instrument and passes 
from hand to hand by endorsement. 

Bill of Lading.—Is a contract of affreightment in the form of a docu¬ 
ment of title given by the owners of the ship sailing abroad acknowledging 
receipt of goods on board the ship for transportation and containing a 
number of clauses as to risks, freight, the delivery of goods to the consignee 
at the port of destination. 

Bill of Sale (B. S.),—It is a registered document under which one person 
assigns his property to another as security for a loan advanced. By virtue 
of this document the assignee can seize and dispose off the property assigned 
to him, upon non-payment of the loan when due. 

Blank Cheque.—A cheque signed by the drawer without mentioning 
the amount which is left blank to be filled in by the drawee before cashing. 

Blank Transfer.—Is a transfer deed, generally given as security for a 
loan wherein full details arc filled in but the name of the transferee and 
the date arc left blank with the intention that if the borrower of money 
fails to repay on due date the name and the date can be inserted and the 
transfer enforced. 

Bonded 'Goods,—Merchandise liable to duty, deposited in Government 
warehouse, until the duty is paid. 

Bonus.—An additional distribution of unusual profits, among the share¬ 
holders of a Public Cornpany besides the usual dividend on shares held 
by them. A special monetary reward or additional remuneration given to 
an employee, usually as an extra sabry, or a lump amount or a sum in 
the form of a percentage on results. 

Book Debts.—The amounts due and outstanding at a given date and 
owing to the trader, i.c. the total debit balances of personal accounts of 
the customers. The total debtors. 

Bottomry Bond.—A contract by which the captain of a ship borrows 
money on the security of the vessel in his charge, specially with a view 
to repairing the ship and reaching the destination. 

Broker.—Any person who acts as an intermediary in any commercial 
dealing to bring about a contraa of sale, is called a Broker. 

Brokerage.—The allowance paid to a broker in consideration of his 
services rendered in the completion of a transaction between two parties. 

^ Bullion.—Gold and Silver in bulk or in bars as distinct from the coined 
metal. 

CapitaL—Thc excess of assets over liabilities of a concern is called 
its Capital. 
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Carriage.—The charges paid for carrying or transporting overland good*^ 
from one place to another is called carriage (expenses). 

Cash Credit—An arrangement whereby a Bank permits its customer to 
overdraw his current account up to a specified sum This arrangement 
generally necessitates lodging or assigning of some kind of security with the 
bankers to cover the overdraft granted. 

Chamber of Commerce.—An association of merchants and businessmen 
formed for the purposes of promoting the commerce and industry of a 
country generally. 

Charter party.—A contract by which an entire ship or part of a ship 
is let to an exporter for the conveyance of goods for a defined period of 
time or for some determined voyage to one or more places. 

Cheque.—A written order or a bill of exchange drawn by a customer 
on his banker directing the latter to pay a specified sum of money to or 
to the order of a specified person or to bearer. 

Circular Note.—A modified form of a letter of credit, usually with 
"cheque forms attached, obtained from a banker in return for a sum of 
money deposited with him whereby the banker directs his foreign ageau 
to pay any amount or amounts in all not exceeding the sum named to a 

person whose signature is found in a letter of identification. These notes 

arc very convenient in travelling. 

Circulating Assets.—Assets which arc constantly used in business in 

connection with sales and manufacture converted into money and vice versa 

as opposed to fixed assets which arc acquired by a merchant for 
permanent equipment. 

Commission,—Any remuneration that is allowed by a principal to Jiis 
agent for services rendered by the latter to the former, is known as commission. 

Company, Limited.—A limited company is a company formed under 
tliC Companies Act, limiting the liability of its shareholders to the nominal 
value of the shares they hold. 

Composition,—An arrangement by which an uisolvcnt debtor agrees 
to pay his creditors a portion of his debt in full and final satisfaction of 
the whole debt. 

Contango.—Is a charge made by a stock broker to a'bull speculator 
for carrying over his transaction to the next settlement. 

Contingent Liability.—An obligation to pay dependent on events of 
uncertain or doubtful occurrence, i.e. which may or may not happen ; c.g. 
if one becomes a surety on behalf of his principal, by guaranteeing the 
repayment of a sum of money, he would, in the event of the principal 
failing to fulfil his obligation, become liable for the amounts specified. 

Cepy Right—An author’s exclusive right to print or publish anything 
composed or written by him. This right is assignable. 

C. F. (Cost and Freight),—C. F. price quotation covers the cost of 
goods, shipping charges and freight to the port of destination. 
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C. L F. (Co»r, Insurance and Freight). —This term indicatci that the 
price includes cost, freight, and all charges to the port of destination including 
marine insurance of the goods while in transit. 

C. I. F, C. 1.— C. I. F. plus agent’s commission and interest on the total 
cost till payment. 

Credit Note. —A statement (frequently in red ink) rendered to a person 
claiming credit for the goods returned to whom some allowance or reduction 
in price is made ; it is an intimation to the party to whom it is sent that 
his account is credited by the sender with the amount mentioned therein. 

Creditor.—A person to whom an amount is owing. 

Cum. Div. (with dividend). —When shares are bought on the under¬ 
standing that the dividend which has accrued due at the time of purchase 
but IS payable at a later date, is included in the purchase price. 

Cumulative Dividend.—Preference Shares have a preferential right as 
to payment of dividend out of profits before anything is paid on the Ordinary 
Shares. Where, however, the profits of the company in any one year are 
not sufficient to pay the dividend to the preference shareholders, and 
consequently when they do not receive the guaranteed dividend the right 
of such shareholders to receive unpaid dividends accumulates or is carried 
forward to the succeeding years when sufficient profits arc made. 

I>ead Freight.—This is the compensation payable to the ship-owncx 
when the oliarterer has failed to provide a full cargo for the vessel chartered, 
in consideration of the loss of freight to the ship-owner. 

Debenture.—A certificate issued by a joint stock company or any public 
body or government department acknowledging the receipt of a loan and 
containing the terms as to the rates of periodic interest, terms as to repay** 
ment, if any, and other particulars. If any properly of the company is 
mortgaged or sccuied against the due repayment of such loans they arc 
called Mortgagr Debentures : where no mortgage exists the Debentures arc 
known as Simple or Na\ed Debentures. 

Debit Note.—A memo or intimation sent by a creditor to his debtor 
stating the item and the account, with which he has debited his 
debtor’s account. 

Debtor. —A person owing money or money’s worth either for goods sold 
or for any services rendered to him or for any other reason. 

Del Credere Commission. —The extra commission agreed to be given by 
‘the consignor to the consignee in return for the latter guaranteeing to 
make good any loss by way of bad debts. The Agent who gets such 
commission is called a Del Credere Agent. 

Demurrage.—A charge of so much per day payable to the owners of 
the ship for the detention of the ship beyond thi. specified time limit in 
connection with loading or unloading of cargo. 

Depreciation. —Decrease or loss in value of any property on account 
of its use or for any other reason whatsoever. 
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Discount —An abatement or allowance given to a person for payment 
before due date. 

Dock Warrant—An acknowledgment for goods lodged in Public ware¬ 
house, showing date of entry, details of the goods with marks and numbers, 
name of the owner and other particulars necessary to identify rhe goods 
on delivery generally transferable. 

Documentary Bill and Clean BilL-pA bill of exchange accompanied hjf 
shipping documents such as pro forma invoice, bill of lading and policy 
of insurance is called Documentary Bill while a clean bill of exchange has 
no reference to other documenU, 

Drawback.—The excise duty returnable by the authorities on exportation 
of excisable goods or return of customs duty paid on re exportation of goods. 

£• & O. E.—“ Errors and Omissions Excepted.” The term is usually 
found on invoices, and is intended to mean that the values as stated arc 
subject to correction in case there are any bona fid^ errors and omissions. 

Ex-Dividend.—This term means “ without dividend ”, and the Ex-div. 
quotation of prices of shares do not include the right to receive unpaid 
dividend, which may have accrued due at the time. 

Fixed Asset.—Property acquired for permanent equipment or with an 
intention of earning profits by its use. 

Fixed Charges.—Recurring items of expenditure which is constantly 
incurred in a trade, year after year, such as rent, rates, taxes, interest on 
mortgage, etc. 

Floating Asset—The property acquired with a view to re-sale or subse¬ 
quent conversion into cash. 

Folia—When a sheet of paper is so folded as to make the two p^gCS- 
appear opposite one another the complete portion covered by two opposite 
sides is called folio. Ledger Accounts and Cash Books rulings extend over* 
two pages open to view and the complete ruling form into one folio. Each 
folio Is numbered consecutively for giving cross references in account bodks. 

F. O. B. (Free on Board).—^The quotation of F. O. B. price covers the 
cost of the goods, carriage to port and shipping charges, etc. in fact all 
expenses until the goods are placed on board the ship for export, the buyer 
having to pay the freight. 

Freight.—Consideration paid for chartering a ship or a part of a ship, 
or for transmission of goods from one port to another in a general skip. 

General Average.—The contribution made by the owners of the ship 
and cargo (or their underwriters) as compensation to a particular party who 
has had to sacrifice his property for the safety of the ship and the cargo 
in time of peril. 

Gilt-edged Securities.—First Class securities or investments on which the 
regular interest payment is assured and where the principal investfid is 
considered absolutely safe, c.g. Municipal Bonds, Government Papers and 
Stock and Shares of first class limited concerns. 
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Goodwill —extra value attached to a business as a going concern 
over and above its intrinsic value (as shown by the excess of its assets over 
liabilities) on account of its established reputation, its profit earning capacity, 
its advantageous situation, as well as an expectation that profits will be 
continued to be earned and customers will continue to resort to the place 
of business in spite of any change of ownership. 

Gross Pix^t and Net Profit—The excess of sales over the cost of the 
goods sold is called gross profit, whilst the profit as arrived at after 
deducting from the gross profit all indirect expenses and establishment 
charges, is the n^t profit. 

L O. U.—It is an acknowledgment of indebtedness given by a debtor 
to his creditor generally for a temporary loan of money. The writing is :— 
**/. O. U.*\ with the amount and signature of the debtor. 

Indent —A contract* containing a firm written order for supply of 
goods received from a foreign correspondent. 

Interest —Compensation or “ rent paid by a borrower for a loan of 
money. The charge is usually in the form of a percentage per annum 
based on the financial condition of the money market, including premium, 
if any, for the risk involved. 

Interim Dividend. —Dividends declared by the directors of a company 
at tome intermediate date before the close of the financial period in anti¬ 
cipation of profits and provided for cither out of current profits or out 
of accumulated profits brought forward from previous period. In case 
of joint stock companies the right of declaring dividends rests with the 
company’s general meeting, but the directors arc often authorized to declare 
interim dividends, which may be afterwards confirmed by the general meeting. 

Insurance Premium. —^Thc annual or periodical payments due under 
the terms of a Policy of Insurance. The Insurance Policy is a contract 
containing the obligation of the insurer to bear or sustain loss or damage 
arising out of the risk undertaken by him, or to pay a certain fixed sum 
to the insured upon the happening of a specified event. 

Intrinsic Value.—The real or actual (as distinguished from apparent 
worth) for which a thing can be exchanged. 

Inventory. —^Thc stock list or a statement prepared of articles in stock, 

Invmce. —A statement setting forth full details as to the quality, 
4{uantity, rates and prices of goods sold or consigned to a purchaser or 
a 6ctor. It also contains the marks and numbers with which each parcel 
is labelled and includes the charges, if any, incurred in forwarding the goods. 

Jettison. —The act of voluntarily throwing overboard of cargo in order 
to lighten the ship to save her from being sunk, stranded or damaged in 
case of a storm or similar perils at sea. 

Lay Days. —^Thc usual number of days allowed to cargo owners for 
unloading of ships beyond which demurrage is chargeable for 
fortbex dmntion. 
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Lease.—^Tt is the agreement or document setting forth the conditiems 
of the contract for letting lands or buildings for a term of specified number 
of years in consideration of annual rent. The parties arc styled as Lessor 
and Lessee. 

Legal Tender.—^Thc current coin of the realm or any other medium 
of payment that can be lawfully offered in payment of a debt. 

Letter of Credit (L/c.).—It is a communication addressed by bankers 
to their agents either at home or abroad directing them, upon the credit 
of the writer, to advance the bearer any amount or amounts within a 
specified limited sum and debit the total amount to his account. 

Liability.—An obligation. The debts owing by a trader, firm or a 
company arc known as the liability of the person, firm or company. 

Lien,—The right of a person who is in possession of another person's 
goods or property, to retain them if the owner of such goods or property 
is indebted to him. 

Limited Company.—The company incorporated under the Companies 
Act, the members of which enjoy the benefit of limited liability, i.c. thcii: 
liability towards the debts of the company is limited only to the unpaid 
amount on any shares taken by them or to any lump amount which they 
have agreed to contribute in the event of the liquidation of the company. 

Liquidation.—Process of winding up of a Limited Company, under 
which all the property of the company is converted into ready cash, out 
of which all debts arc fint paid cither pro rata or in full as the case 
may be, the surplus if any, is then returned to the members of the company 
in proportion to their holdings. 

Liquid AsscL—Cash or any such assets which can readily con¬ 
verted into money. 

Long-dated Bill,—A long-dated bill is one drawn for a long term to 
run, say, for six to nine months after date or after sight, whilst a short- 
dated bill is one payable on demand, at sight or within 7 days. 

Manifest.—A statement prepared by the captain of a ship and lodged 
at the custom-house on his leaving the port, and it contains full particular^ 
of the cargo and crew on board and the port of destination to which he 
is bound. 

Memorandum of Association.—A document contaimng certain clauses 
as prescribed by the Company’s Act and signed by the original mcmbcra^ of 
the company. It is filed with the Registrar of Companies with a view to 
the company’s incorporation. The document contains the name and address 
of the company, its objects, the extent and limitation of liability of its 
members and details as to share, capital, etc. 

Middle Price,—The central price between those at which a deafer offer# 
to buy and sell, 

Minute Bo<^—A book containing record of the proceedings at meetinp, 
such as genera) meeting and directors* and committee meetings^ etc. 
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Mortgage.— A document or deed for transfer of ownership of property 
by the borrower of money to the lender as a security for the loan obtained. 
TTie lender is called Mortgagee and the borrower Mortgagor. 

Negotiable Instrument—A document usually containing a written 
undertaking or order to pay a certain amount, to bearer or to a specified 
person or order, and which is capable of transfer from hand to hand by 
means of delivery, with or without endorsement, as for example, Cheques, 
Bills of Exchange, Promissory Notes, etc. 

Net—The term is used to express the amount, quantity, or price for 
nwrchandisc after all deductions arc made. 

Pari Passu.—On an equal footing ; in equal proportions. 

Patent—Grant of an exclusive right to an inventor to derive all benefits 
out of his invention for a number of years. A patent right is granted by 
the Government (subject to payment of fees) generally for 14 years during 
which the inventor is protected against any infringement of his right by 
other persons. In exceptional cases the term may be extended to a Rmited 
number of years usually seven years at a later datc.^ 

Petty Cash.— A small round sum of cash entrusted to an assistant 
cashier, for meeting small items of expenditure. 

Postage.—The charges paid for buying postage stamps for transmitting 
any article or goods from one place to another. 

Post Dated Cheque.—A cheque drawn and signed but which bears 
a future date. 

Preferential Creditors.—Certain creditors of the insolvent arc entitled 
to payment of their claims in full in priority to all other creditors- In 
ease of Insolvency (or Bankruptcy) proceedings as for example, Government 
and Municipal Rales and Taxes, Clerks’ Salaries and Labourers' Wages, 
according to kgal provisions. 

Prices Current (P. C.).—A table showing the market prices of com¬ 
modities as published in newspapers or in trade journals. It is a general 
custom among merchants to issue a list of Prices Current to their customers 
either daily, weekly or monthly showing articles dealt in by them and 
the current market price of each of them. 

Price List—It is a list, showing the selling price of articles published 
by retail dealers^ grocers, etc. in the form of handbills, booklets 
or advertisements.^ 

Profit Sharing.—The system under which the workmen receive a share 
of the profit which the business realizes in addition to getting their fixed 
ordinary wages. 

Prospectus.—A document drawn on behalf of a Limited Company 
detailing the prospects of its success, and including the contents of the 
memorandum with a view to inviting the public to subscribe for its shares 
or debentures. 

Proxy.—The person authorized to act for another; or the document 
authorizing a p>erson to act on one's behalf. The term is generally used 
tirhcn one is authorized to vote for another at a Company meeting. 
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Qoorom.—The minimum number of memben of a Committee or a 
Board of Directors or any other body of persons such as an association, a 
joint stock company, etc. who can meet and transact business according to 
their constitution. 

Rate of Exchange.—^The price of money of one country quoted in tti0 
terms of money of another country. 

Raw Material.—Materials in bulk or unfinished state obtained for 
manufacture of finished articles. 

Rebate.—An abatement or allowance in price, made at a subsequent 
date. It is a portion of discoxint returned by a banker on discounted 
bill when it is retired previous to the date of maturity by the party 
liable thereon. 

Receipt (Reept.).—A written acknowledgment of something having 

been received. 

Receiver (O. R.).—Official Receiver is a Government officer appointed 
to take charge of, realize, and distribute an insolvent's estate, among his 
creditors, during the liquidation of his business. 

Respondentia.—A contract by which a captain of a ship borrows money 
on the security of the cargo with a view to enabling the ship to 
reach destination. 

Reserved Liability.—The liability of shareholders for uncalled portion 
of the shares they hold, which the company decides not to call up except 
only in case of its liquidation. 

Ring.—A combination of capitalists for the purpose of forcing up the 
prices of certain commodities ab^ve their ordinary market value Jby with¬ 
holding such commodities from circulation. Such a method is also known 
as “ cornering 

Royalty.—A royalty is a payment by way of rent made by one person 
to another in return for some privilege or concession, e.g, the payment 
made by a manufacturer to the inventor for the use or sale of a patent, 
or payment to a mine proprietor for every ton of coal or other 
mineral extracted. 

Salvage.—It is a compensation made to or repayment of expenses 
incurred by those through whose exertions ships and goods have been 
saved from being lost through perils of the sea. It is also a term applied 
to goods saved from fire. 

Set Off.— A Counter-claim, 

Ship’s Protest.—A declaration made by the master of the ship, upon 
oath, detailing the true circumstances under which damage to ship or cargo 
was sustained. A copy of this is usually required by the underwriters 
before insurance claim is settled. 

Sinking Fund.—A sum set aside periodically out of profits of a business 
for a number of years in order to meet out of such accumulation a specific 
loss or liability at the end of a given date, as for example. Redemption of 
Debentures or provision for Replacement of Machinery* 
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Solvent and Iiisolvent A trader is said to be solvent if his assets 
arc more than his liabilities, whilst if his liabilities exceed his assets, he 
i» said to be insolvent. 

Statement of Account—An account rendered generally by a creditor to 
the debtor at stated intervals mentioning the dates, particulars of debits 
and 'credits and the balance due, together with interest, if any. 

Sterling.—Standard English money or coin. 

Surrender Value.—The amount which an Insurance Company is pre- 
(>arcd to pay in cash as a return of a portion of the premiums paid upon 
the surrender or cancellation of a policy issued by it before it has matured. 

Tale Quale.—An expression used in contracts where bargains arc made 
for goods “ to arrive ” and signifies that the goods were according to sample 
taken out at the time when they were shipped but the buyer takes the 
risk of any damage or deterioration during transit. 

Tare.—It is the weight of the box, cask, or other container wherein 
goods arc packed apart from the weight of the goods contained therein. 
Tare is used in connection with the allowance or deduction to be made 
in the gross weight of the goods to ascertain the net weight of the contents. 

Tret—It is allowance of 4 lbs. on every 104 lbs. on merchandise as a 
compensation to the buyer for wear or damage in transit or for dust or 
sand or waste liable to have crept in with that merchandise. 

Trial Balance.—A Trial Balance is a statement of the debit and credit 
balances of all ledger accounts prepared on a given date, with an object 
of proving the arithmetical accuracy of ledger postings. 

Trustee,—A person in whom is vested the right of ownership of a 
property on behalf of another person for its administration in a 
specified manner. 

Turnover.—A trader’s total sales during a given period. 

Ultra Vires (Beyond the Powen).—c.g. the directors of a company must 
sec that they arc not acting ultra vires (beyond the powers conferred upon 
them by) the memorandum of the association of that company. 

Usance.—The customary period or term for which bills of exchange arc 
to be drawn between two different countries. 

Voucher.—Any documentary evidence in support or accuracy of 
accounts entry. 

Waste Book.—A rough memoranda book in which a trader enters his 
transactions as and when they take place, from which ultimately the trader 
writes up his books of accounts. 

Watering Stock.—Issuing capital of a company by new stock or shares 
widhout having substantial assets behind same through overvaluation of 
asrets, etc. on which a dividend has to be paid. 

Winding up. —The process of liquidating the affairs of a business and 
fettling up finances of a concern by realizing all assets and paying out 
the liabilities cither in full or pro rata as the case may be and in case 
of eiu:esi paying back the capital. 
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Dhanijog Hundi, 537 
Discounting of. 521 
Dishonour of, 530 
Documentary. 116, 524 
Draft of, 520.521 
En^rsements of, 529 
Blank, 530 
Partial, 530 
Restrictive. 530 
Sans Recourse, 530 
Special, 530 


Organization 

Bill of Exchange (Hundi)— cont(L 
Foreign, in sets, 521 
Form of, documentary, 117 
Form of. 

Foreign. 521, 522,524 
Inland. 521 
Promissory note, 520 
Good faith in, 525 
Hatchita, 537 
Holder in due course. 524 
Hundis, 534 

Immaterial alteration in, 534 
Inchoate, 526 
Infants and, 5S2 
Jokhmi Hundi, 535 
Khatapeta, 538 
Kites, 531 

Liability of infants on, 532 
Lost BiU. 531 
Material alteration in, 534 
Maturity of, 521 
Muddaii Hundi, 540 
Nadappu Hundi, 538 
Negotiability, 524 
Notary, 531 

Notice of dishonour, 530 
Noting. 531 
Paith, 540 
Plarties lo a, 526 
Payment for honour, 524 
Peculiarities. 525 
Presentment for payment. 530 
Protection to holder in due course, 

525 

Protest, 529 
Purja. 537 

Shah Jogi Hundi, 534 
Signature on, 532 
Undated, 525 
Zikri chit, 536 
Bill of Sight, 121 
Bilk, Documentary. 116, 524 
Bills of Lading, 135,503 
Mate’s receipt, 135,503 
Negotiable instrument, 504 
Peculiarity, 504 
Board Meetings 
Form of notice of. 236 
Necessity of holding, 229 
Preparation of work re, 236 
Board of Conciliation 
Constitution of, 370 
Board of Directors, 222 
Control of, 31,222 

Division of executive functions of, 230 
Board of Mac^ement 
Its constitution, 36 
Should consist of men of business 
experience. 37 

Bombay Industrial Disputes Act, 1938, 
373 
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Bombay Indostzial Disputn Committee 

On housing, 357 
Report 1922,357 
Bonded Warehouses, 124 
Bonus Shares, 266, 297 
Book-Keeping Machine 157 
Bought aii^ ^Id Notest 90 
Bounties, 125 
Branded Goods, 83 
Brokers, 90. 458 
Ball and Bear transacdom 
See Stock Exchange, 465 
Business 

Comhin&tion in, 39 
Individual, 11,12 
Mail order, 105 
Wholesale buying, 45 
Wholesale selling. 75 
Business Ability and Training 
Essential requirements of business 
success, 6 

Business Morality, 3 
Essential requirement of business 
/ success, 2 
Of the British Merchants, 4 
Business Success 
Business ability, 5 
Busineos morality, 3 
Business training, 5 
Capital, 8 

Essential requisites of, I-IO 
Opportunity, 9 
Sound common sense, 2 
Tact, push and principle, 2 
Impressive personality and capacity, 9 
Buying Policies of Wholesale Busb 
kicss. 45 

Buying agents, 64 
Buying budget, 63 
Co-operative purchase, 65 
Group purchasing, 65 
Job Lots, 62 

Prices and discounts, 64 
Quantity to be purchased, 62 
Rapid stock turnover, 63 

C 

Calculating Machine, 155 
Call Book, 197 
Call Letter 
Form of, 194 
Capital 

Company balance sheet and, 289 
Essential requisites of business 
success. 8 

Financial requirements ol business, 9 
Market. 554 

Necessary to successful enterprise, 8 

Reserve. 296 

Use in business, 557 

Wholesale business, 4S 

3a 


Card Ledger Indexing, 146 
Cartel, 42 

Case in Need, 524, 528 
Cash Department 
Organization of, 57 
Casting Vote, 278 
Certificate of origin, 70 
Certified transfer, 200 
Chain Shops, 99 
Chairman of meetings, 269 
Casting vote of, 272 
Deliberate vote of, 272 
Election of, 269 

Necessary qualifications of, 270 
Passing minutes of ^previous meet> 
ings, 272 

Powers and Duties, 271 
Public Meetings and, 269 
' Qualifications of, 264 
Right of Voting, 272 
Charter party, 502 
Cheque protection, 156 
Child &. Female Labour, 314 
Restriction for, employment, 314,215 
W orking nours, 315 1 

Cipher Telegrams, 151 
Clearing House 
Stock exchange, 493 
Closure what is 
When moved, 274 
Collective Wage 
Progressive and piece wage, 349 
Task Wages, 348 
Wage system, 348 
College Education, 5 
Combination in Business, 39 
Banking and trading, 548 
Cartels, 42 

Co-operative Societies, 37 
Co-parenership, 13 
Comer, 42 
Horizontal, 40 
Joint Hindu family, IS 
Joint Stock Companies, 28 
Monopolies, 40 
Partnership, 13 
Pool 42 

Rationalization, 41 
Rings, 42 

TradeAssodatiou, 44 
Trust,^2 
Vertical, 39 

Commercializatica df titboor* 350 
Commlvsioa 
Del credere, 89 
Commissioner, 

Labour, 374 
Committee Meetings 
Findings of, 263 
Procedure at, 262 
OommoQ SeaL 210 
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Common Sense 

Essentia) requisite of Business 
success, 1 

Qualities that make up, 2 
Companies 

(See Joiat-Stock Companies) 

Articles, 171 

Internal management of, 230 
Meetings, 268 

Memorandum of Association, 170 
Peculiarities of, 166 
Private and Public, 166t169 
Company Organization 
Secretarial work, 221 
Selection of Staff, 53 
Company Work and Practice 

Early history of Joint Stock Cos., 160 
Compensation 
Amount ot, 385 
Distribution of, 386 
Conciliation Court, 371 
Conciliation proceedings, 375 
Consent of directors 
Form of, 187 
Consular Invoices, 70 
Contingent Liabilities, 293 
Contract of Affreightment, 502 
Control of Shareholders, 220 
Co-operation 
Agricultural, 39 
Distributive, 38 
Productive, 39 
Cooperative Purchase, 65 
Cooperative Societies, 37-39 
Agricultural, 39 
Credit, 39 
Object of, 37 
Co-parcener, 13 
Co-partnership, 352 
Reason of success of, 353 
Comer, 42 
Costing, 71-75 
Cost of Living, 360 
Cost Sheet, 73. 74 
Council Plan, 356 
Countet' Display, 399 
Court of Industrial Arbitration, 375 
Credit 

Form of letter of, 131 
Irrevocable, 130 
Letters of, 129 
Revocable, 130 
Revolving, 132 

Credit Information and Collection of 
Accounts, 59 
Its objects, 59 
Points to be noted in, 59-60 
Credit note 
Forra, 69 

Crockery Department, 99 


Crops 

Financing of, 549 
Customs 

Appraisement department, 119 
Bill of entry. 120,122,126 
Details of, 120-121 
For bond,126-127 
For free goods, 120 
For home consumption, 122-129 
Form of, 122, 126 
Bill of sight, 121 
Bonded warehouses, 124 
Port Trust, 124 
Private, 124 
Bounties, 125 
Dock Warrant, 124 
Drawback, 125 
Duty 

Ad valorem, 121 
Excise, 125 
Export, 125 
Importer to pay, 70 
Specific. 121 
Tariff, 121 

Examination of goods by, 120 
Export department, 119 
Import departments, 119 
Re-export, 125 
Shipping bill, 125 
Ship's report, 120 
Subsidies, 123 

D 

Dead Clients, 80 
Debate 

Rules of, 276 

Declaration of Compliance 
Form of, 188 
Deferred Shares, 214 
Their weak points, 218 
Definitions 
Employer, 370 
Factory, 315 
Qoodwill, 20 

Joint Stock Companies, 31 
Managing Agents, 32 
Nepotism, 53 
' Partnership, 14 
Pool, 42 

Previous question, 275 
Promoter, 164 
Reserve liability, 161 
Shares, 212 
Trade dispute, 365 
Underwriting, 212 
Workman, 370, 382 
Del Credere Commission, 89 
Delinquent Directors, 226 
Delivery Order, 138 
Dqparfjnentai Managctf 
Their selection, 221 
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IXpaitacLental Stored, 92 
Advantages and drawbacks of, 95 
Office record, 95 
(^gina! idea, 92 
-|>epreciatioii of assets, 282*288 
Dictating machine, 151 
Dilatory motion, 275 
Directors 
Alternate, 229 
Appointment of, 222 
As agents, 222 
Assignment of office, 223 
Bankrupt, undischarged as, 227 
Board meetings of, 229 
Board of, 229 
Consent, form of, 187 
Constitution of, board of, 222 
Contracts with corf^any, 224 
Control of, 222 
Debenture, 229 
Delinquent, 226 

Executive functions of board of, 230 
Form of list of, 184 
Fraudulent Trading by, 223 
Indemnity clause, 225 
fntra vires acts of, 223 
Liability of, 223-225 
List of, 188 
Loans to, 226 
Meetings, 229 
Office of profit. 228 
Powers of, 222 
Report, 254-261 
Resolution of, 245-248 
Secretary and his, 230 
Substitute, 229 
Ultra vires acts of, 223 
Directors Liabilities, 223 
'Discount Houses, 554 
ispu tes Committee, 360 
issoludou of Parmership, 22 
Accounts on, 23 
Distribution problem, 85 
Distributive Cooperation, 38 
Dock Warrant 
Form of, 136 
Documentary Bill, 116 
Draft form of, 116, 524 
Double Insurance, 509 
D/P and D/A Bills, 116,524 
Duplicating machine, 154 
Duties 
Excise, 125 
Export, 125 

Importer to pay, customs. 70 

Specific, 121 
Tariff, 121 

E 

Emplo^»eej! 

Ceneral organization reSirding* 46 
Selection of, 53-55 


Exulorsenbenls 

See Bm of Eamhango^ 62M1D 
Ezcluunge Banks 
Business of, 547 
Finance of, 547 
Excise duty, 125 
Export Business 
Bank guarantee 129 
Bill of lading, 134 
Delivery order, 138 
Dock warrant, 138 
Invoice, 69 

Irrevocable credits, 130 
Letters of credit, 129 
Marine insurance policy, 130 
Mate's receipt, 135 
Merchants in, 129 
Price quotation, 129 
Revocable credits. 130 
Revolving credits, 132 
Trust letters or receipts, 133 
Warehouse keeper's certificate, 137 
Extraordinary General Meetings. 281 

P 

Fauxots Infbencing labour Efi^ 
ciency, 313 
Factory Act, 315 
Factory Conditions, 315 
Improvements in, 316 
Fatigue and its efifects on Labour, 318 
Female Labour, 314 
Filing and Indexing of Corre6p(>iv> 
dence, 145 

Filing, various systems ci 
a) Flat. 144 

(2) Bigeon-hde, 142 

(3) Vertical, 145 
Finance 

Accepting Houses, 555 
Banking Business of 
Reserve Bank, 544 
Bank of England. 551 
Bank Return. 552 
Bill Brokers, 554 
Capital Market. 554 
Central Banking functions, 541 
Combination of, 548 
Company, 558 
Deposits banking, 548 
Discount Houses, 554 
Discount Market, 556 
Exchange banks, 547 
Expanding business, 560 
Financing crops, 549,575 
Financing goods and industries, 550 
Financing mterna! trade, 549 
General problems of, 541 
Imperial Bank of India, 545 
Indigenous Banking, 547» 550 
Internal trade and, ^9 
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finance— 

investment trusts, 556 
Issuing Houses, 555 
joint stock banks, 546 
Mint Par, 556 
Money Market, 553 
Money leading, 5G1 
New bu mess, 558 
Kute of Interest. 553 
Reserve Bank of India, 540 
Scheduled Banka, 544 
Specie Point, 557 
Trading and Banking, 548 
finan-ce Committee 
Appointment of, 263 
Fire Inisurance, 514 
Assignmenr of, 518 
Average. 517 
Loss by, 515 
Policy of, 514 
Risk by. 515 
Subrogation, 513 
UdernmcB fidei, 516 
Flat system of filing, 143 
Foreign Bill of Exchange 
See Bill of Exchange, 521 
Foreign Trade 
Customs, 119 
Export Business, 

Bank guarantee, 129 
Bill of lading, 134 
Delivery order, 138 
Dock v/arrant, 136 
Invoice, 69 

Irrevocable credits, 130 
Letters of credit, 129 
Marine Insurance policy, 136 
Mate's Receipt. 135 
Merchants in, 129 
Price quotation, 129 
Revocable cj:edits, 130 
Revolving credits, 132 
Trust letters or receipts, 133 
Warehouse keeper's certificate, 137 
Import business, 125 
Confirmatory indent, 114 
D/A draft, 116,524 
Documentary Bills, 116 
D/P draft, 116, 524 
Form of indent, 114 
Organization and working of, 112 
Packing, freight & marking, 118 
Fomis 
Agenda, 238 
Allotment Letter, 191 
Application and allotment Book, 211 
Application for shares, 190 • 
App*ic.5tion letter* 190 
Balance Sheet, 302-305 
BiU ci osby, 122-123,126-127 
Bill of Exciiange. 117, 520^ 


Varms^contd. 

Call book, 197 
Call letter, 194 
Committee reports, 262-263 
Consent of Directors, 187 
Cost sheet, 73-74 
Credit note, 69 

Declaration of compliance, 188 
Director's report. 254-261 
Dock warrant, 136 ' 

Documentary Bill, 117 

Foreign expert invoice, 69 

Forfeiture letter, 205 

Hundis, 536-540 

Indent, 114 

Invoice, 68, 523 

Layout of AdveHisement, 415y 

Letter of accepftnee, 205 

Letter of credit, 131 

Letter of indemnity. 193 

Letter of regret, 199 

List of Directors, 184 

Memorandura of Associatiotf, 170 

Minute book, 243 

Notice as to situation, 186 

Notice of Board meeting, 236 

Notice of Ca?). 194 

Notice of forfeiture, 205 

Notices, 238-241 

Order, 66 

Promissory note, 520 
Proof corrections. 416-419 
Propositions, 273 
Prospectus, 175 
Purchase Journal, 67 
Purja, 537 

Register of Directors, 210 
Register of Members, 196 
Regret, letters of, 199 
Renunciation letter, 204 
Resolutions, 245-248 • 

Return of allotments, 209 

Seal Book, 211 

Share Certificate. 192 

Share Transfer, 201 

Share Transfer book, 198 

Shipping Bill, 128 

Signatures, 532-533 

Statement in lieu of prospectus, 206 

Statutory meeting, notice of. 252 • 

Statutory Report, 250 

Stock Check Account, 99 

Trust Letter, 133 

Warehouse keepers' certificate. 135 
Forward dealings 
‘ Conditions of admission to, 493 
Founders’ shares, 218 
Franking machine, 156 
Frcdgjit 
Insurable, 512 
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G 

Geaeral Average, 513 
See Marine Insurance 
General Meeting, 

Annual, 253 
Annual Report in, 253 
Directors report, form of, 229,250 
Goodwill, 20 
Definition of, 20 
How to be computed ? 20 
la case of death or retirement of 
partners, 21 
1$ an Asset, 20 

Provision in partnership agreements, 25 
Sale of, 25 

Valuation as an asset. 283 
Governmenit Securities 
Clearance of, 496 

Group-PlircKasing, 65 


H 

Halsey system of wages, 345 
Hire Purchase 
Advantages of, 107 
Drawbacks of, 107 
Finance Corporations in, 108 
Principle of, 106 

Holding Companies and Subsidiaries, 
265 

Definition of, 265 
Parent company, and, 265 
Purpose of. 265 
Hours of Labour 

Fatigue and its effect, 318 
Loss of efficiency in tension, 320 
Position in Europe, America and India, 
321 

Housing of workmen, 357 
Disputes Committee on, 360 
Location, 358 
Sanitation, 317 
Hundi, 534.536-540 
See Bill of Exchange 

I 

Illegal strikes and lock-outs, 372 
Illiteracy of Labour 
Great imoediment, 335 
Imperial Bank of India, 545 
Import Business 
Confirmatory indent, 114 
Cu-atoms (see Customs) 

D/A draft. 118 

Documentary bills, 116 

D/P draft. U7,118 

Form of Indent, 115 

Packing, freight and marking, US 


Import Department 
Customs, 119 

Incorporation of Public Companies, 169 
Indemnity Clause, 225 
Letter of, 193 
Indent 

Case in need, 118 
Confirmatory indent, 114 
Documentary Bill with, 116 
Foreign Bills, 116, 524 
Form of, 114 

Packing & freight rates, 118 
Via, 118 

Indent Business, 114 
Basis, 114 
Bill of Entry. 120 
Customs, 119 
Documentary Bill, 116 
Object of. 113 
Pacing and Freigjit, 118 
Shipping Bill form, 125 
Ship's report, 120 
Indian Factory Act of 1934, 315 
Indian Labourers 
Characteristics of, 335 
Removal or illiteracy in, 335 
Indian Tariff Board, 322 
Indigenous banking 

Bu%iness finance by. 561-562 
Functions of, 547, 550 
Individualistic Concerns, 11 
Industrial Banks, 567 
Industrial Commission’s Report and 
Findings, 331 

Industrial Disputes Act, 1938 
Conciliation proceedings, 369 
Court of Arbitration, 369 
Provisions of, 369 
Industrial Management, 309-388 
And Labour efficiency, 309 et seq. 

Child & Female Labour, 314 
Co-partnership. 352 
Environment, 312 
Factory, etc., 315 
General Survey of, 310 
Hours. 315 
Industries 

Financing of, 550 
Inefficiency 

Root causes of, 334 
Information Agencies, 81 
Inquiry Agency, 61 
Service of, 61 
Instalment Ledger Card 
Foma of, 146 

Instincts, Kinds of human, 408 
Clothing, 409 
Curiosity. 411 
Food,409 
Hoarding. 413 
Huntixig, 40^) 
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Instinctt, Kind* of human—ew«M. 
Parental, 410 
Self-preservation, 4^ 
Something'for-nothing, 410 
Insurance 
Double, 509 
Fire, 514 

Assignment of, 51S 
Average, 517 
Loss by, 515 
Policy of, 514 
Risk by, 515 
Subrogation, 518 
Uberrimae fidei, 516 
Marine, 509 (See Marine Insurance) 
Re-insurance 509 

rnteEUgence and Collection Department 
Duties of, 59 

Information to be contained m Reports 
of, 60 
Interest 

Bank rate of, 553 
internal trade 
Financing of, 549 
Investment trust, 556 
Invoice 
Consular, 70 

Form. Foreign export, 69,523 
^ Inland 68 

J 

Jobbers and Brokers, 458 
See Stock Exchange 
J<Mt Hindu family, 13 
joint Stock Banks 
Functions of, 546 
joint Stock Compames 
Advantages of, 29 
Annual report, 253 
Articles of Association, 172 
BoarcLof Directors, 31,222 
Certificate of incorporation^of, 169 
Common seal of. 210 
Control of. 31.221. 222 
Could be incorporated by Royal 
Charter, 160 
Definition of, 31 
Disadvantages of, 29 
Early history of, 161 
Financ e, 5^ 

IToldihgT^DS 
Incorporation of, 161 
Inter-compaoy loan, 35 
Managing agents, 32-37 
Meetings, 268 

Mem orandum of Association, 1 70 
^MTsnJopuiar foffn 61 COUbmatioD, 2 
Organization of, 221 
Preliminary Agreements, 166 
Private, 166-168 


Joint Stock Compames— 

Promotion of, 163^165 
Prospectus, 173 
Public. 169 

Registered office, 170 
Reserve Liability, 161 
^Shareholders of, 214, 220 
'Shares, kinds of, 21A 
Statutory report of, 250 
Subsidiary, 265 

K 

Knowledge 

General v. specialization, 49 
Technical and business, distinguished. 

49 

L 

Labour 
Cheap, 325 
Child and female, 314 
Commercialization of, 356 
Commissioner of, 374 
Illiteracy, 328 

Inefficiency and its causes, 334 
Method of remunerating, 337 
Organization of, 363 
Profit sharing, 351 
Progress, 344 

Some characteristics of Indian, 327 
Labour Efficiency 
Child and female labour, 314 
Co-partnership, 352 
Factors influencing, 313 
Hours or Employing, 315,321 
Monoton)' & Fatigue, 320 
Profit sharing, 351 
Reward and punishment, 323 
Welfare work, 326 
Works Council and Committees, 329 
Labourers 
Cost of living, 360 
Education and training of, 325 
Factory conditions, 315 
Housing for, 357 
Illiteracy of. 328 
Land Mortage banks. 565 
Lawful Meetings, 308 
Layout 

How to make, 413 
Illustration of, 415 
Object of, 413 
Ledger 
Card, 146 
Loose leaf. 146 
Letter of credit, 131 
Letter of indemnity, 193 
Letters of Regret, 199 
Pom ci, 199 
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limitation of Liability of 
Members oi Joint-Stock CompanieSi 
30, 161 
l^iabilides 

Balance Sheet and, 289 
Contingent, 293 
limited Companies 
See Joint-Stock Companies 
linotype^ 423 
lining 
Cost of, 360 
Lloyd's 

See Marine Insurance 
Loans and Remuneradon to Directors^ 
226 

Loose Leaf, 147 
Advantages of, 147 
Disadvantages of, 148 
Safeguards, 148 

M 

JMacliincry and Implements 
lo labour efficiency, 317 
Machines, in Office oi^anization, 
15W58 

Msul order business, 105 
Managers 
Departmental, 221 
Selection of, 221 
Managing Agents, 32-37 
Definition of, 32 
Intercompany Loans, etc.,"35 
Remuneration of, 34 
Restrictions on, 36 
Term of agreement, 33 
Manufacturing Industries, 46 
Marine Insurance 
Assignment of, policy, 512 
Average, 513 
General, 513 
Particular, 513 
Bills of lading. 135. 503 
Causa proxhna, 511 
Contract, uberrimcB fidei, 508 
Cover note, 508 
Double insurance, 509 
Freight, insurable, 512 
General average, 513 
Implied warranties in policy, 508 
Insurable freight, 512 
Lloyd’s, 504 
Business at, 506 
Coffee house, 505 
Coiporation of, 504 
List, 505 
Members, 506 
Kews, 505 
Origin of, 505 
Policy, 507 

Roister of British and Foreign 
Ships, 512 ® 


Marine 

Slip, 507 

Taking a line, 507 
Underwriters, 505-506 
Lombard Street, 505 
Lombards, 505 
Particular Average, 6Z3 
Policy of Marine insurance, 60^-508 
Assignment of, 512 
Floating, 509 
Kinds of, 509 
Open, 509 
Time, 609 
Valu^, 509 
P» P. i. Policits, 514 
Proximate cause, 511 
Re-insurance, 509 
Subrogation, 611 
Total Loss, 510 
Warranties, implied, 508 
Legality of voyage, 609 
Non-deviation, 508 
Sca-worlhiness, 508 
Markets and Marketing 
Advantages of grading standard* 
ization, 569 

Assembling articles, 574 
Auctioneer, 578 
Baling Centre, 587 
Bought Note, 577 
Broker, 576 

Central Verum Organization, 565 
Clearing House, 571 
Commission Agent, 577 
Commodity Markets, 567 
Consumer R^earch, 580 
Cotton Exchanges, 567 
Cotton Marketing, 583 
Dealer Research, 581 
Dealings in futures, 570 
Del Credere, 578 
Exchanges, 567 
Factor, 576 

Financing of crops, 575 

Future and Speculation, 570 

Grading, 569 

Hedging, 571 

Intermediate parties, 576 

Manufactured Goods, 568-572 

Market Research, 578 

Organization, 586 

Postal V. Field investigation, 581 

Research. 578-682 

Maildbag Prices and Cypher Systeno^ 115 
Mass appeal, 101 
Mates Receipt, 503 
Mediums for Advertising 
Classification of newspapers, 432 
Department Store Advertisinig, 427 
Film Publicity, 443 
Letters and Circulate, 428 
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Mediums for Advertising— contd. 

Mail order, 425 

Newspapers and magazines, 430 
Novelty advertising, 428 
Placards and other forms of street 
advertising, 430, 32, 33 
Prospectus and catalogues, 439 
Radio, 444 

Railways and Buses, 436 
Shop windows, 445 
Switch lights, 436 
Theatrical programmes, 442 
Meetings 

Annual or general. 253 
Casting vote at, 272, 278 
Chairman of, 269, 307 
Class. 218 
Closure at, 274 
Committee, 261 
Company, 253 
Directors'. 229, 279 

Importance of grasp of principles of. 

Lawful, 308 
Motions, 275 
Poll, 277 

jPrevioas question at. 275 
Procedure at and conduct of, 276 
Propositions and amendments, 273 
Proxy. 278 
Public. 306 
Rules of debate. 276 
Shareholders, 280 
Statutory, report of. 248, 250 
Unlawful, 307 

Memorandum of Association, 170 
Contents of, 170 
Form of. 171 
Minor Partner, 25 
Mint Par, 556 
Minute Book, 243 
Form of, 244 
Minutes, 242 

Care required in drafting of, 242 
Evidence of proceedings, 243 
Of narration and conclusion, 243 
Passing of. 243 
Money Market, 556 
Monopolies, 46 
Monotype, 423 
Mortgage Banks, 565 
Mortson Committee report, 478 
Motions 
Ehlatory, 275 
Substantive. 275 
Multiple Shop, 99 


N 

Negotiable Instruments 
Bin of exchange. 519, 524 
Quasi, bill of BS. 504 


Nepotism, 53 


Definition and root of,*53 

> 

Its drawbacks from e ffi c 


standpoint, 54 

Newspapers 

» J/*'. 

Classification of, 430. 432 


Notice as to Situation of the 

Office of a Co., 186 


Form of. 186 


Notice of Call 


Form of. 194 

5ir^ 

Notice of Dishonour 

s: 

See Bill of Exchange, 530 

v' 

Notice of Forfeiture, 205 


O 

lOqr ' 

Ofbce Appliances 

(Sr 


Addressing machine, 155 a 
B ook-keeping „ 157^ 

Business reply cards, 159 
„ „ envelopes, 

Calculating machine. 155 ? 

Cheque protection, 156 | 

Dictating machine, 153, 151 
Duplicating „ 154 ^ 

Envelope Sealing, 158 
Franking machine. 156 
Miscellaneous. 158 
Signing devices. 156, 158 
Typewriters, 152 
Office Machinery, 152 -159 
Office Organization 
Departments of, 50 
Encouragement to staff, 54 
Furniture, 52 
Selection of staff, 53 


Office Routine 
Card ledger, 146 
Cipher telegrams, 151 
Filing, 141 
Flat, 143 
Loose leaf, 146 
Pigeon-hole, 142 
Vertical, 144 

Inward correspondeace, 13f^ 

Outward ,, 1^^, 

Press copy book, 141 
Telegram codes, 149 
Telegrams. 149 
Telephone. 154 
Selection of employees, 53^55 
One Price Shop, 108 ^ 

Opportunity as essential o 

Business Success, 9 


Optional books, 211 
Order Forms, 66 
Ordinary Shares, 215 
Organized labour, 363 
Trade Unions and, 3^ 
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and Freight, 118 
Company, 265 
u nce-sheet of, 266 
ur ’ ose, 265 
’S' >:m, 265 

' c liar Average, 513 
. Marine Insurance 
n ^rs 

ess to Books, 19 

e, working, sleeping, or financing, 

. unt, of capital, 18 
pr rtionraent of work, 18 
;/..al of, 18 

f nt on introducing a new partner, 

•b 

^nce, 18 
ice of, 18 
gs of, 18 

to share equally, 19 
i .ce and knowledge of, 16 
.}owers not presumed, 19 
•j oowers of. 18 

3 be allowed to, 18 
of. 18 

Ltm i, 26 

i'' \n 25 

jt ' rights & liabilities, 18-19 
3'ji; . n of majority, 18 
Proportion of profits and losses 
between. 19 
'vetiren ent of. 18 

r igh<- to take part in management of 

■/ i.ness, 18 
‘T» 1^ 

ire and rights of, 21 
.. oof Profit which each is entitled 
o, 19 

5 t Oh on death or dissolution of, 22 
nip, 13-27 
’ .itages, 14 

ent of is necessary, 17 
^ 01 1 of Capital in, 18 
^ o.tva ion clause in, 21 
•Pr tnership. 352 
‘f on of, 14 
intage of, 14 
A\ ion, Accounts on,* 23 
Di Jution of, 22 
Ju JO on of. 18, 

'r,ce of, 16 
^ood'Will in, 20 
. ow to register, 24 
naportant points in agreements of, 18 
mited. 26-27 
^famc of 15.24-25 
)bject of, 13,16 
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Partnenhip—cowfd. 

Proper provision of good will In, 17,2D 
Registration of. firms, 24 
Where and why necessary, 13 
Petty Cash, 58 
Imprest System. 58 
Organization of. 58 
Physique of Workmen, 362 
Important items relating in, 362 
Influence of climate on, 362 
Piece Wage System 
Disadvantage of 341 
Balance debts, of, 342 
Balance of, 342 

Pigeon-hole system of filing, 142 
Point, 411 
Poll, What is a, 277 
Advantage of, 278 
Pool, 42 
Poster, 435 
Size of, 438 
Precis writing, 264 
Preference Shares 
Redeemable. 216 
Preliminary Expenses, 185 
Preparation for the press, 411 
Press Copy Book, 141 
Indenting. 142 

Previous Questions, what Is, 275 
Price-cutting, 96 
Printing terms 
Glossary of, 420 
Private Companies 
Limit of members, 366 
Privileges enjoyed by. 166 
Their advantages, 167 
Their peculiarities, 166 
Procedure at and Conduct of mrfCinitpb 
276 

Productive Co-operation, 39 
Profit Sharing, 350 
Advantages of, 352 
Drawbacks of, 352 
System of, 350 
What is, 350 
Promissory Note, 520 
Promoters, 164 

Acquisition of business, 164* 
Agreement with vendors, 165 
Companies, 165 
Definition of, 164 
Promotion, 163 
General survey of, 163 
Of Joint-stock Cos., 163-I6S 
Proof Correcting, 416 
Proposidons 
Form of. 273 
Prosx>ect«, 81 
Prospectus 

Care in preparation of, 181 
Contents of, 174 
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Prospectus --^contd. 

Definition of, 173 
Forms of, 182-^189 
Object of, 173 
Requirements of, 180 
Scanning of, 180 
Proxy at Meetings, 278 
Public Companies 
Articles of Association the, 172 
Certificate of Incorporation, 1^9 
How incorporated, 169, 

Memorandum of Association, 170 
„ „ form, 171 

Public Meetings, 306 

Defamatory statement, 308 
Election of Chairman, 307, 

Lawful, 308 
Place of holding, 307 
Unlawful, 307, 

Voting. 306 

Public Utility Services, 372 
Pull (rjepotism), 53 
Purchase Journal 
Ruling of, 67 

Purchasing Department, 61 
Organization of, 65 

Q 

Question 
Previous, 275 

R 

Rationalization, 41 
Receipt Form, 199 
With letters of regret, 199, 

Register of Directors 
Form of 210, 

Register of Members 
Form of, 196 
Registration of 

Partnership firms, 24 
Minor partners and firms, 24^25 
Regret 

Form of, letter of, 199 
Re-Insurance, 509 

Remuneration, Methods of, 340-351 
Renunciation Letters 
Form of, 204 
Report 

Annual, 253 
Committee, 261 

Directors—at General Meeting, 254-261 
Of a Banking Company, 254 
Of a Textile Mill, 260 
Of Statutory Meetings, 250 
Of the Directors of the Tata Iron & 
Steel Co.,Ltd., 255 
Secretarial, 264 
Ship's, 120 
Statutory, 250 


Reserve Bank of*India 
Business of, 544 
Central banking functions, 542 
Functions of, 541 
Reserve 
Capital, 296 
Liability, 161 
Reserve Fund, 293 
Resolutions, 245 
Adoption of draft prospectus, 245 
Allotment of shares, 245 
Alteration of Articles, 246 
Alteration of clauses in Memorandum, 
246 

Alteration of Name, 246 
Appointments, 245-246 
Close of Transfer Books, 247 
Conversion of shares into stock, 246 
Declaration of dividend, 245 
Forfeiture of shares, 247 
Increase of capital, 246 
Making a call, 247 
Passing of transfers, 247 
Specimens of, 245-248 
Responsibility 
Individual v. Collective, 48 
Retail Stores, 92 
Retail Trade 

Advantages and disadvantages of 
department stores, 95 
Hire purchase trading, 106-108 
Art of selling, 109 
Chain shops, 99 

Control and management of, 94 
Counter display, 102 
Credit Memo Book, 98 
Department stores, 92 
Desk Summary Book, 97 
Hire purchase trading, 106 
Independent Retailer, 91 
Lighting, 103 
Mail order business. 105 
Marking prices and cipher system, 104 
Mass appeal, 101 
Multiple shops, 90 
Office record, 95 
One price shop, 108 
Retail stores, 92 
Seasonal alterations, 111 
Selling policies, 75 
Staff manager, 94 
Stock checking, 99 
Tied shops, 105 
Return of Allotments 
Form of 2o9 
Rings, 42 

Rowan Premium Plan, 346 
Rules of debate 
At-meetings, 276 



619 
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Salary of Partner, 18 
Sales boUetin, 82 
Sales Department 
Account Keeping, 90 
Organization of, 75 
Salesmanager, 77 
Salesmen, 77 

Sales on Consignment^, 89 
Brokers, 90 
Pel credere Com., 89 
Organization of, ^ 

Pro-forraa Invoice, 89 
Sales record 
Sample form of, 90 
Scheduled banks, 544 
Scientific Advertistng 
Advantages, 390 
Scrutineers 

Appujmment. 278 
Seal Botk Ruling of, 211 
^ Secretary 

Correspondence and general office 
work, 233 
Duties of. 230-234 
Early company work and. 234 
Preparation and work re Board 
meetings. 236 

Selection and duties of, 236 
Should carry out the instructions of 
the Board, 233 
Sub protem, 233 
Selection of 

Departmental Managers, 221 
Employees, 55 
Managers, 221 
Office staff, 53, 79 
Secretary, 230 
lling Policies, 75 
After-sales-service, 86 
Credit policies in selling, 88 
Dealer helps, 88 
Distribution problem, 85 
M^or policies, 84 
Minor policies, 84 
Price cutting, 87 
Price policies and selling, 75 
Selling problem simplification, 85 
•filing supervision and control, 81 
•“ Dead clients, 81 
inspects, 81 
ales bulletin, 82 
ling fine Art of, 109 
*adwelh Dr. 

Industrial Effidency, 352 
On bousing the workmen, 359 
^On labour, 359 
Bazaar 

See Stock Exchange 


Index 

Shareholders 
Control exercised by, 220 
General meeting, 253 
Meeting, 248,253 
Modification of rights of, 218 
Statutory meeting, 248 
Shares 
Bonus, 297 
Call notice, 194 
Certificates, 192 
Certified transfers, 200 
Deferred, 214.218 
Forfeiture of, 205 
Founders, 214 
Hawking, 267 
Issue at discount, 213 
New issue of. 203 
Ordinary, 215 
Preference. 214 
Redeemable preference. 216 
Valuation of, 297 
What are. 212 
Which to invest in, 214 
Share Transfer 
Balance ticket. 201 
Certified transfers. 200 
Form of, 201 
Joint owners, and, 234 
Member’s death and, 234 
Member’s insolvency and, 234 
Member's lunacy aiid, 234 
Right of executors to, 234 
Share Transfer Book 
Ruling of. 198 
Shipping 

Affreightment, contracts of 502 
Bills of Lading, 503 
Clean, 503 

Contract of affreightment, 502 
Definition of, 503 

Difference between, and NegotialAft 
Instrument, 504 
Is a document of title, 503 
Is generally made out in sets of 
two or three, 504 

Is quasi Negotiable instnimeot, 504 
Is transferable, 503 
Peculiarities of, 503 
Charter Party, 502 
Chartered and general ship, 502 
Mate's Receipt, 503 
Signing devices, 156 
Sold Notes, 90 
Sole TVader, 12 
Specialization v. General 
Knowledge, 49 
Specie point, 557 
Speculation 
See Stock Exchange 
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GtaS 

Interna] organization of* 221 
Selection of, 53 

Statement in lieu of Prospectus, 206 
Form of, 206 * 

Statutory Books, 211 
Statutory Meeting 
Form of notice of, 252 
Preparation and work re, 248 
Statutory report, 249 
Form of, 250 
Stock Checking 
Account form, 99 
Departmental, 99 
Stock Exchange 

Arbitration and Defaulterls Com- 
mittee, 499 
Backwardation, 467 
Bid or o^3r, 463 

Bombay Share Bazar, its history, 
meraberthip and practice, 473 
Brokers and jobbers, 453 
Bull and bear, 465 
Baying in and selling out. 487 
Call and put of more, 472 
Call option, 471 

Card or right of membership, 
Bombay, 482 
Carrying over, 467 
Checking a bargain, 472 
Clearance of Government Securities, 
449 

Clearing House, Bombay, 493 
Clerks authorized and unauthorized, 
483 

Committee for general imrposes, 460 
Contango, 464, 467 
Contract note. 466 
Course of business, 462 
Cover system, 472 
Double options, 500 
Enquiry committee, 476 
Finance,456 
Forward dealings, 493 
General powers of the Board, 483 
Brokerage, 484 
Decision by majority, 485 
Disposal of immoveable property, 484 
Disputes, 484 

Expenses and disposal of funds, 484 
Leave, 485 
Litigation, 484 
Resolution by circular, 485 
Bhstory Organization and Practice 
of. 455 

Indian Share and Stock Brokers 
Association, 475 
Inviolabiltty of bargains on, 459 
Jobbers and brokers. 458 
Jt^bers turn* 459 
Legialative actik)n in Bombay, 477 


Stock Exchange— 

London, its early history, 455 
Making-up price, 467 
Markets, course of business, 461 
Marking, 464 

Membership of Bombay, 482 
Membership of London, 456 
Morison Committee Report, 478 
Mundiwalla (Bear), 465 
Name day. 464 
Names of Prices, 468 
Offer binding, extent of, 463 
Official list, 466-468 
Opening account, 462 
Options, put and call. ’471 
Outside brokers, 486 
Partnership, 4S2 
Permission to deal, 469 
Prices, 468 
Put of more. 471 
Put option, 471 
Quotation, 462 
Remisiers. 486 
Rules of Bomaby, 479 
Services rendered to indiistry by, 456 
Settling day, 464 
Shares no par value, 470 
Speculation on the, 475 
Sub-brokers, 486 
Tape machines, 468 
Tape prices. 468 
Technicalities of dealings of. 464 
Teji Mandi, 499 
Tejiwalla (Bull), 465 
Ticket day. 464 
Turn of the market, 459 
Stores organizatroa 
Departmental, 92 
Retail, on large lines, 92 
Street Prices> 468 
Subrogation, 511, 518 
Subsidiaries, Companies, 265 
Subsidies, 125 
Substantive motion* 275 

* T 

Tata Iron and Steel Co^ Ltd* 

Report of. 255 
Taylor, F. N. 

His piece-wage system, 348 
Taylor, F. W. 

On scientific management, 311 
Taylor, Scdley 

On profit sharing. 350 
Taylor, System, 348 
Teji Mundi transaction, 499 
See Stock Exchange 
Telegrams, 149 
Codes. 149 
Illustration of. 151 
Telegrams in cipher, 151 
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Index 


,1ephofi«> 152 
j^utoinatic, 152 
Vrimk, 152 
xdle Industry 
statistics. 260 
tied Shops, 105 
itlme Recording, 344 
flipper, Harry on specialization, 49 
bt^d loss 
Actual, 510 
Constructive, 510 
'owne, H. R* * 

Gain-sharing System, 349 
i j,Vade Associations, 44 
|f rade Disputes Act, 1929, 369 
I Board ot Conciiatioo in, 370 
Courts of Enquiry in, 371 
Definition of 
Employer, 370 
Trade dispute, 370 
W 370 

t ExteiW)f. 369 

Illegal strikes and lockouts, 372 
Persons refusing to take part in, 373 
Public Utility Services, 372 
Trade Name 
Partnership and, 15-27 
Trader 
Sole, 12 
Trade Uoiona 
Act, 374 
A3sociations.44 
Advantages of. 363 
Books of, 368 

Can bring pressure on employers, 363 
Constitution of separate fund, 368 
Disadvantages of, 365 
Disputes Conciliation Boards and, 375 
Dissolution of, 369 

Enforce self-reliance and self-respect 
among workmen, 363 
Fund spent on, 367 
Improve efficiency of workmen, 364 
Improve general standard of living, 364 
Keep wages on a uniform level, 363 
Misuse of their powers, 364, 

Origin of, 363 
msfer cf Shares 
dee Share Transfer 
•avellcrs allowance and remune- 
’titions, 82 
ist. 42 

at letters, 133 

Bydy, 412-, _ 

Old condensed, 412 
l^ld extended, 412 
Ppld medium, 412 

jPteplay, 412 
m of the, 412 
kd of the, 412 


Type— 

Faces, 412 
Founts, 412 
I^ter, 413 
Machines 
Linotype, 413 
Monotype, 413 
Mordeo style roman, 412 
Roman style, 412 
10 pts.. 411 
Typewriters, 152 

U 

Under-writing 
Definition of, 212 
Its advantages and drawbacks, 211 
Unlawful Meetings, 307 

V 

Valuation of Assets in Balance Sbee^ 

282 

Shares, 239 

Value in Scientific Advertising 
Answenng demands and creating 
habits, 407 
Attention, 399 
Conviction, 406 
Memorising, 405 
Sentimental, 406 
Suggestive, 404 

Vertical of Piling, 145 

Voucher Guard Book, 58 
Number Column, 58 

W 

Wage 

Collective cost premium bonus scheme, 
349 

Collective piece-wage, 349 

„ progressive piece*wage, 349 

„ task-wage, 348 

„ w^ge system, 348 
Committee plan, 356 
Council plan, 356 
Halsey system, 345 
Piece wage system, 340 
Priestman s production bonus, 350 
Profit sharing, 351 
Progressive, 344 
Rowan plan.<346 
Task wage; 348 
Taylor system, 348 
Time or day, 338 
Time Recording, 343 
Towne gain-sharing system. 349 
Wages 

B^iS’Production &. efficiency, 333 
General principles. 323 
How they should be paid, 323 
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Wages—cwi/rf. 

In comparison with produc^on, 33$ 
Ipctcaso ot as incentive to Jabour* 325 
Living wage, 354 
Minimum, 3^ 

Monthly, 386 
Per time and per day, 323 
Plece*wage,340 
Progressive, 344 

Time ^ Piece Rates Combined, 338 
Welfare work, 326 
Warehouses 
Bonded, 124 
Certified, 137* 

Wholesale Business 
Advertising, 79 
After-sales-sendee, 86 
Bills and hundia, 116 
Branded goods, 83 
Brokers, 90 
Budget of purchase, 63 
Buying agents, 64 
Buying policies, 61 
Capital, 56 
Cash department. 57 
Certificate of ori£^, 70 
Chain s^ps, 99 
Collection of Accounts, 59 
Collective respondbili^ in, 48 
Consignments, 89 
Conai^ invoices, 70 
Co-operative purchases, 65 
Co^, 71-73 

Credit information burem^ S9 
Credit note, 69 
Credit policies in selling, 88 
•'0630" clients, 81 
Dealer helps, 88 
Departments, 57 
DLstribution problem, 85 
DocumentSr 68 
Emplopies, 53-56 
Facultattve divisions of, 48 
Foreign invoice, 69 

„ Price quotation, 20 
Furniture in office, 52 
Gronp purchase, 65 
How^K)lesalerB help manufacturers. 

Individual responsibility, 48 
Influences on purchase, 164 
„ „ sales, 73 

Inqdry agencies. 61 
Inttiligence department, S0 
Invoice, 68 
Job lots, 62 
Locality for, 51 


Organization 

Wholesale B mrfn M y "IVPQI 
Managing Agents. 77 
Manufacturing, 46 
Multiple shops, 99 
Nepotism, 63 
Object of, 45 

gfeg 

petty cash, 58 
Price-cutting, 87 
Prife pofidcs and sdllng, 87 
Presets, 8J|^ 

Puroh^ de^tment, 61 
Qua^lf/ to be purcMg^^ 6^ 
Quotation of mices, 70 
Keception office, 52 i 
Sales department, 79-81 
Ssdeamanager, 77 
Salesmen, 77 
Sales record, 90 
Selling policies, 84 
Selling problem, 89 
Selling supervision and control, El 
Service-after-sales, 86, 

Sole agencies, 78 
Specialized knowledge, 49 
Staff selection, 53 
Stock, arrangenmnt of, 67 
Technical kiwledgein, 49 
Travellers* allowance, 82 
Turnover, 63 
Types of, 46 

Winoing Up V^untary 
Creditors, 153 
Membexa, 163 

WorUng Envirooment 
C)tinate,312, 362 
inuminatimi, 312 
Music, 313 
Noise. 313 
VentilatioD, 312 

Workmen, Indian 
Constitution and physique of, S6E 
Cost of living, 360 
Housing of, 357 

Works councils or committees, 329 

Workmen*3 Compensatkm Act of X92v 
Amount of compens^lon in, 385 
Appeal in, 387 
Commiaeioners. 387 
Dispell Committee, 360 
Distrftqtiioh of compensation, 386 
not liiffile, 380 
£^381 






